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15B(a) of the Securities Ex- 
change Act of 1934: Adoption 
of Temporary Rule 15a-1(T) 
Relating to the Registration of 
Municipal Securities Brokers 





and Dealers under Section 15 
of the Act; Securities Brokers 
and Dealers under Section 15 
of the Act; and Delegation of 
Authority to the Staff of the 
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off-shore fund sales rejected, 
where fraudulent conduct is 
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FREEDOM OF INFORMATION ACT 





FREEDOM OF INFORMATION ACT 
Release No. 31/October 9, 1975 


In the Matter of the Request of 
PHILIP J. GOLDBERG 
DENIAL OF REQUEST 


On September 23, 1975, members of the Commission’s 
staff agreed to treat prior correspondence with Mr. 

Philip J. Goldberg, the requesting party, as an appeal 

from the staff's disposition of his requests for informa- 
tion pursuant to the Freedom of Information Act. Prior 

to this agreement Mr. Goldberg had instituted an action 
against the Commission pursuant to 5 U.S.C. 552(a)(4) (B), 
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in the United States District Court for the Central District 
of California. While in the view of the Commission’s staff, 
since no administrative appeal of the staff’s disposition of 
the requests in question had been pursued, 1/ a motion to 


dismiss that suit for failure to exhaust administrative reme- 


dies would have been appropriate. It was thought, how- 
ever, that the most expeditious method of proceeding 
would be to extend, by stipulation, the time in which 

the Commission could respond to the suit and to seek the 
Commission’s administrative review in the interim. The 
parties agreed accordingly. 


It should be noted that during the course of a five month 
period commencing with Mr. Goldberg’s initial request 
dated March 30, 1975, the staff has engaged in an exten- 


sive record search in Mr. Goldberg's behalf; a great volume 


of information has been made avaialble to Mr. Goldberg. 


In response to his initial request, the staff advised Mr. 
Goldberg by letter dated June 13, 1975 that the staff 
had been unable to locate cross-relationships between 
him and certain companies named in his request. Further, 
the staff notified Mr. Goldberg that the staff had been 
unable to locate any correspondence between the Com- 
mission and the National Association of Insurance Com- 
missioners with respect to him. 2/ 


In response to a second written request dated June 6, 
1975, the staff made transcripts of testimony of two 
witnesses in an investigation, styled In the Matter of 
Hamilton Life Insurance Company (N.Y. 4389), avail- 
able to Mr. Goldberg. Subsequently, on July 25, 1975 
the exhibits to this testimony were sent to Mr. Gold- 
berg by the staff as per his request. 


In oral communications with the staff, Mr. Goldberg 
expressed an interest in receiving closing reports of 
several Commission investigations and information 
concerning referral of these investigation files to other 
federal agencies. At the staff’s request these requests 
were put in writing by Mr. Goldberg in a letter of June 
17, 1975. In response, the staff located four closing re- 
ports which met Mr. Goldberg’s description. Three of 
these reports and a summary of the fourth were sent 
to Mr. Goldberg on July 10, 1975, along with the only 
correspondence which could be located in the Commis- 
sion’s files with respect to referral of the material in 
which Mr. Goldberg was interested to another federal 
agency. 


On September 5, 1975 after further discussion between 
the staff and Mr. Goldberg, he was advised of the avail- 
ability of additional materials: the Hamilton Life Insur- 
ance Company investigation files and the correspond- 
ence files of Hamilton Life, American Income Life In- 
surance Company and Philip J. Goldberg. 3/ 


By letter dated July 26, 1975, Mr. Goldberg has made 
three additional requests: 


(a) A computer print-out of references to himself and 
any of the companies, federal and state agencies he was 
associated with as mentioned in his original letter; 


(b) Information as to whether there is any documentary 


‘0 


material contained in “one agency’s files which have been 


dj »» classified by another agency as being an agency record 


\ 


yh, 


and that the material should be identified and he notified 


documentary material; and 


| as to which agency has the record and which one has the 


} 

'  (c) Memos and correspondence of a member of the staff 
regarding Mr. Goldberg or the various companies with 
which he has been associated. 


With respect to (a), Mr. Goldberg’s request for such a 
computer print-out, it is the Commission's position that 
release of computer print-outs of Commission file refer- 
ences other than those directly related to the requesting 
party would entail the release of names of numerous 


f 


| other parties crossed to enforcement files but not direct- 


ly relevant to the requesting party. Accordingly, the re- 
lease of such a print-out would constitute an unreason- 
able invasion of personal privacy in that it might identify 
persons as subjects of Commission investigations when, 
ultimately, those persons might not have been charged 
with violative conduct. 


The staff’s response to (b) has been that the staff's role 
is to find requested material insofar as it can be located 
in the Commission’s files and not to engage in the kind 
of analysis suggested by Mr. Goldberg or to search the 
files of other agencies. The Commission agrees. 


Finally, as to item (c), the only item within the descrip- 
tion found at the Commission relating to Mr. Goldberg 
is a June 28, 1973 letter to the United States Attorney’s 
JOffice in Phoenix. A copy of that letter has been pro- 

® vided to Mr. Goldberg. 


The Commission is aware that certain other oral requests 
may have been made during the course of extensive dis- 
cussions between Mr. Goldberg and members of the staff. 
The Commission takes this occasion to call attention to 
the relevant provision of its rules with respect to records 
and information, 17 C.F.R. 200.80(c)(9): 


“Oral requests; ... (1) Telephone and other oral 
requests. While the Commission’s staff will 
attempt in good faith to comply with requests 
for copies of records made orally, by telephone 
or otherwise, the Commission cannot assure a 
timely or satisfactory response to such requests 
due to the risk of misunderstanding inherent in 
the use of oral communication. The Commission 
will not entertain an appeal from an alleged denial 
or failure to comply with an oral request. Any 
person who has orally requested a copy of a re- 
cord that he believes to have been improperly 
denied to him should resubmit his request in 
appropriate written form in order to obtain 
proper consideration and, if need be, adminis- 
trative review.” 


The Commission’s staff stands ready to continue to 
process Mr. Goldberg’s requests. However, in view of 
the difficulty encountered in determining the precise 


yy ion of his requests it would appear essential that 


further requests be submitted in writing. 


Accordingly IT 1S ORDERED that the disposition of the 
requests of Philip J. Goldberg by the Public Information 
Officer be affirmed. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ On July 18, 1975, Mr. Goldberg, had sent a telegram 
to members of the Commission’s staff expressing his in- 
tention to proceed to utilize his judicial remedies, treating 
the staff’s previous responses as a final. denial. Mr. Gold- 
berg now indicates that he regards that as an appeal, but 
that was never the understanding of the staff members 
who were processing the request. Subsequent to the re- 
ceipt of that telegram the staff continued to communi- 
cate with Mr. Goldberg in efforts to process his constant- 
ly changing requests. Indeed, additional documents were 
released to Mr. Goldberg by the staff subsequent to re- 
ceipt of the telegram. 


EXHIBIT K 


2/ Pursuant to an oral request made in connection with 
the foregoing, Mr. Goldberg was given access to Litigation 
File No. 2104 (Securities and Exchange Commission v. 
Community National Life Insurance Co.) and to certain 
portions of his own securities violation file. 


3/ Certain materials have been deleted from these files. 
The staff has removed certain internal documents includ- 
ing intra-eagency memoranda, staff work papers and staff 
computer search requests. These deleted documents fall 
within the Freedom of Information Act's exemption for 
“intra-agency or inter-agency memoranda or letters which 
would not be available by law to a party other than an 
agency in litigation with the agency.” 5 U.S.C. 552(b)(5). 
The staff has also deleted certain specific names from the 
files on the ground that release of the files absent such de- 
letions would “constitute an unwarranted invasion of per- 
sonal privacy.”” 5 U.S.C. 552(b)(7)(C). Insofar as we are 
aware, Mr. Goldberg has interposed no objection to these 
deletions. 





FREEDOM OF INFORMATION ACT 
Release No. 32/October 9, 1975 


In the Matter of Request of 
DAVID HILOWITZ 


pursuant to the Freedom of Information Act 
for access to certain investigatory records 


ORDER PARTIALLY GRANTING REQUEST 
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This appea! is from the determination to deny a request 
for records made by David Hilowitz pursuant to the 
Freedom of Information Act (“FOIA”), 5 U.S.C. $552. 
Mr. Hilowitz stated that he is actively engaged in rate 
hearings before the Public Service Commission of Flor- 
ida in proceedings where Southern Bell Telephone & 
Telegraph Company (“SBT&T") seeks rate increases. 

In connection with those hearings he requested all of 
the Commission’s investigatory records relating to 
SBT&T. He specifically requested the name and address 
of a former general manager of SBT&T who made pub- 
lic statements regarding alleged illegal practices by 
SBT&T. 


At the time the initial request was received, the staff 
was unaware that articles had appeared in issues of 
Business Week and The Atlanta Constitution which 
identified that general manager. I: light of the fact 
that the name of this particular general manager al- 
ready is a matter of public record the Commission 
has directed that his name be disclosed to Mr. Hilo- 
witz. Other information pertaining to this individual 
will not be disclosed inasmuch as such information 
is part of investigatory records compiled for law en- 
forcement purposes the premature disclosure of 
which would interfere with enforcement proceedings 
or would constitute a clearly unwarranted invasion of 
personal privacy. 


In connection with Mr. Hilowtiz’ request for the access 
to records in the Commission’s investigatory file relating 
to SBT&T, the Public Information Officer’s denial of 
access is affirmed. The Commission’s investigation is 
continuing, and in these circumstances, it is the opin- 
ion of the Commission that disclosure of any of the 
records contained in its investigatory file relating to 
SBT&T is not required under the FOIA because such 
disclosure would “interfere with enforcement proceed- 
ings.”’ Moreover, since the Commission’s investigation 
is not yet completed, we believe that premature disclo- 
sure of our files might tend to deprive the subjects of 
the investigation “of a right to a fair trial or an impar- 
tial adjudication.” Finally, we believe that premature 
disclosure of these files would “constitute an unwar- 
ranted invasion of personal privacy,”’ since, on balance, 
we believe the right to privacy of the individuals who 
are included in these records is more compelling than 
Mr. Hilowtiz’ need for these records. See 5 U.S.C. 
§552(b)(7) and Commission Rule 17 C.F.R. 200.80 
(b)(7). 


In addition, some of the material contained in the in- 
vestigative files are inter- or intra-agency memoranda 
which are exempt from disclosure pursuant to 5 U.S.C. 
§552(b)(5) and Commission Rule 17 C.F.R. 200.80 
(b)(5) since they reflect the deliberative processes of 
the staff. While factual material in such memoranda 
might otherwise be available, disclosure is not required 
where, as here, that material is part of an investigatory 
file that is exempt from disclosure under exemption 7. 


As we previously have pointed out in /n the Matter of 
Request of |. Walton Bader, FOIA Release No. 1 
(April 3, 1975), Congress, in adopting the seventh ex- 
emption to the FOIA, was mindful of the need to 
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avoid premature disclosure of the contents of an investi- 
gatory file. This need is particularly pressing at a time 
when enforcement proceedings have not even been com- 
menced, since disclosure at such a time both could re- 
sult in harm to innocent people and could prejudice the 
government's case by premature disclosure of its evi- 
dentiary materials. It was in view of such considerations 
that the Commission, in enacting new rules to implement 
the amended FOIA, stated that “’so long as a concrete 
prospect of enforcement action to which the records 
would be relevant continues to exist, the records will 
generally be nonpublic.” * 





= 

















Accordingly, 1T IS ORDERED that the request of David 
Hilowtiz for access to investigatory records relating to j 
Southern Bell Telephone & Telegraph Company, except 
to the extent to which access has been granted, be and 
hereby is denied. 


ee ae ee ee ee ee | w 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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* Securities Act Release No. 5571, February 21, 1975. 





FREEDOM OF INFORMATION ACT | 
Release No. 33/October 10, 1975 


In the Matter of the Request of 
HOWARD STEVEN STROUTH 


for access to certain investigatory records 
relating to Norsul Oil & Mining, Ltd. 


GRANT IN PART AND DENIAL IN PART OF REQUEST 


On September 9, 1975, the Commission received the 
appeal of Howard S. Strouth from the staff's partial 
denial of his request pursuant to the Freedom of Infor- 
mation Act, 5 U.S.C. 552, for access to certain docu- 
ments in the Commission’s files relating to its 1969 
injunctive action against Norsul Oil & Mining, Ltd. 
(“Norsul”), and the related prior suspension of trading 
in Norsul stock. 


The staff had granted Dr. Strouth access to the bulk of 

the documents which appeared to fall within the scope 

of his request. Dr. Strouth was, however, denied access ’ 
to certain inter- and intra-agency memoranda on the 

basis of the exemption in 5 U.S.C. 552(b)(5) and the 
Commission’s regulations in 17 C.F.R. 200.80(b) (5). 

Also withheld were memoranda which the staff believed 

to constitute investigatory records compiled for law en- 
forcement purposes, the disclosure of which would re- 

veal the identity of a confidential source or disclose in- 
vestigative techniques and procedures. See 5 U.S.C. 
552(b)(7)(D) and (E) and 17 C.F.R. 200.80(b){7). i} 
The Commission has determined that Dr. Strouth should 

be granted access, in part, to those memoranda as to 


ST 


which the staff asserted this later exemption. In all other 
» respects, the staff’s determination is affirmed. 


Background 


The Commission suspended over-the-counter trading in 
the securities of Norsul on January 27, 1969. That sus- 
pension was ordered because of the dissemination by 
Norsul officials of an allegedly false and misleading 
announcement concerning its participation in an oil 
strike in Equador by a Texaco-Gulf consortium. 1/ 
The suspension was terminated on February 25, 1969 
upon dissemination by Norsul of a clarifying release. 2/ 
| On July 31, 1969, the Commission filed a complaint 
| in the United States District Court for the Southern Dis- 
| trict of New York seeking to enjoin Norsul and Howard 
| Steven Strouth from further violations of the registra- 
| tion and antifraud provisions of the federal securities 
laws. On October 7, 1969, the court entered a final 
order of permanent injunction against defendants, 
both of whom consented to the entry of that order 
without admitting nor denying the allegations in the 
complaint. 3/ 





| Dr. Strouth’s FOIA request sought copies of the docu- 
ments on the basis of which the Commission drew cer- 
| _ tain conclusions and made certain charges in suspend- 
| ing trading in Norsul stock and in its injunctive action 

against Norsul. The staff interpreted the request as en- 
| compassing: 


1. The documents on the basis of which (i) trading had 
been suspended and (ii) the Commission had alleged 

in its civil action that Norsul had misrepresented its 
interest in a certain oil well; 


2. Telephone toll records of calls from Equador, 
referred to in the Commission's court papers; and 


3. The documentary evidence of allegations that 
Norsul officers and directors had stock holdings. 


Accordingly, a variety of documents from the Commis- 
sion’s investigative file were made available to Dr. 
Strouth. He was, however, denied access to a limited 
number of documents, arguably within the scope of 

his request, which were, in the staff’s view, exempt 
from disclosure. 


Materials to which Access Was Denied 


(1) Correspondence with a foreign securities regulatory 
y agency 


The staff denied Dr. Strouth access to five documents 
on the grounds that these materials were exempt from 
disclosure as inter-agency memoranda. These consisted 
of three letters from the Director of a foreign securities 
regulatory agency to the Commission’s New York Re- 
gional Office, and two memoranda regarding telephone 
Calls from the Director of the foreign agency to the New 
F York Regional Office. In part, these documents contain 
( facts concerning Norsul, although in large measure they 
‘ merely record the coordination between the Commis- 
sion and its foreign counterpart during the course of 


this investigation. 


The Commission affirms the staff's decision to withhold 
disclosure of these documents. First, to the extent that 
they reflect facts on the basis of which the Commission 
took action against Norsul, most, if not all, of those 
facts also appear in materials which have been made 
available to Dr. Strouth. Second, in large measure these 
materials merely describe the extent of cooperation 
between the Commission and foreign authorities or inves- 
tigative techniques and sources employed in the foreign 
investigation of Norsul, and thus, are apparently not 
within the scope of Dr. Strouth’s request. Third, the 
Commission believes that the exemption in 5 U.S.C. 
552(b)(5) for “inter-agency or intra-agency memor- 
andums or letters which would not be available by law 
to a party other than an agency in litigation with the 
agency,” exempts these materials from disclosure. 


The situation is somewhat analogous to that of commun- 
ication between an agency and outside experts. In 
Soucie v. David, 448 F.2d 1067, 1078 n. 44 (C.A. D.C., 
1971) the court noted that material reflecting such com- 
munications is exempt from disclosure: 


“The rationale of the exemption for internal 
communications [exemption (5)] indicates that 
the exemption should be available in connection 
with the Garwin Report even if it was prepared 
for an agency by outside experts. The Govern- 
ment may have a special need for the opinions 
and recommendations of temporary consultants, 
and those individuals should be able to give their 
judgments freely without fear of publicity. A 
document like the Garwin Report should there- 
fore be treated as an intra-agency memorandum 
of the agency which solicited it.”” 4/ 


Thus, because of the importance to the Commission’s 
investigative process of cooperation with foreign se- 
curities regulatory agencies, the policies underlying 
Subsection 552(b)(5) are equally applicable to com- 
munications with such agencies. 


(2) Internal memoranda which would tend to justify 
a confidential source or disclose investigation tech- 
niques 


The staff denied Dr. Strouth access to nine documents 
on the ground that those materials constituted investi- 
gatory records which would tend to identify a confi- 
dential source or disclose investigation techniques. 5/ 
Seven of these memoranda describe conversations between 
a Commission attorney and various confidential inform- 
ants. However, the Commission believes that references 
to the informants’ identities can feasibily be deleted, 
thus permitting disclosure of the balance of these 
memoranda. 6/ Accordingly, the Commission reverses 
the staff’s determination to deny access to these docu- 
ments, provided, however, that statements which would 
serve to reveal the identity of a confidential informant 
be deleted prior to the release of these materials. 


Two of the memoranda to which the staff denied access 
relate to telephone conversations between a Commission 
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attorney and persons (not confidential informants) 
having knowledge of facts concerning Norsul Oil. In 
each case, however, the memorandum also contains 

a one or two sentence reference which might identify 

an investigative technique or reveal a confidential source. 
While these sentences might conceivably furnish some 
guide to the nature of the investigative technique or to 
an informant’s identity, the balance of the memoranda 
is not exempt from disclosure. Accordingly, the Com- 
mission reverses the staff’s determination to deny 

access to these documents, provided, however, that those 
sentences must be deleted prior to the release of the doc- 
uments. 


(3) Staff memoranda recommending Commission action 


Dr. Strouth was denied access to staff memoranda re- 
commending that the Commission take certain enforce- 
ment action. 


The Commission affirms the staff’s decision to deny ac- 
cess to these materials. Although these memoranda con- 
tain factual summaries of the staff's information con- 
cerning Norsul, both also necessarily reflect the staff's 
judgment concerning the significance of those facts, 

and its advice to the Commission concerning the recom- 
mended action. Further, all of the investigative materials 
underlying the facts stated in these memoranda have 
been offered to Dr. Strouth. Under these circumstances, 
disclosure of the factual portions of the memoranda 
would serve only to reveal the staff's “evaluation of 

the relative significance of the facts recited” in the 
memoranda. Thus, ““[t] o probe the summaries of 
record evidence would be the same as probing the de- 
cision-making process itself.” Montrose Chemical Corp. 
v. Train, 491 F.2d 63, 68 (C.A. D.C., 1974). See also 
International Paper Company v. Federal Power Commis- 
sion, 438 F.2d 1349, 1358 (C.A. 2, 1971), certiorari 
denied, 404 U.S. 827; Acherley v. Ley. 420 F.2d 1336, 
1341 (C.A. D.C., 1969). Accordingly, these two docu- 
ments are exempt from disclosure under 5 U.S.C. 
552(b) (5). 


Scope of Request 


Because Dr. Strouth’s request was not for specific docu- 
ments, but rather for all documents on the basis of 

which the Commission took certain actions and made 
certain allegations in 1969, it has been necessary for 

the Commission to exercise subjective judgment in de- 
termining what materials generally relevant to the in- 
vestigation of Norsul Oil & Mining, Ltd. are, in fact, 
within the scope of the request. While the Commission 

has attempted in good faith to make these determinations, 
it does not believe it is legally obligated to construe a vague 
or ambiguous request. 7/ 


Accordingly, the instant decision reflects only the Com- 
mission’s views concerning its obligation to disclose 
those materials to which access was either granted or 
denied in the staff’s response to this request and from 
which the present appeal was taken. The Commission 
expresses no view concerning its obligation to disclose 
other documents in its files relevant to the investigation 
of Norsul Oil & Mining, Ltd. 
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Accordingly, 1T IS ORDERED that the request of 
Howard Steven Strouth for access to certain investi- 
gatory records is, as described herein, granted in part 
and denied in part. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ See Securities Exchange Act Release No. 8504 
(January 27, 1969). 





2/ Termination of the trading suspension was announced | 
in Securities Exchange Act Release No. 8527 (February [| 
14, 1969). That Release also included the text of the Nor- 

sul release. 


. 
r 

f 

3/ See Litigation Release Nos. 4385 (August 1, 1969) 
and 4438 (October 8, 1969). 
f 

1 

L 

I 

{ 


4/ See also Wu v. National Endowment for Humanities, 
460 F.2d 1030. 1032 (C.A. 5, 1972) (reports of unpaid 
consultants). 


5/ 5 U.S.C. 552(b)(7)(C) and (D) authorize withholding 
of “investigative records for law enforcement purposes 
... production of ... [which] would ... (D) disclose the 
identity of a confidential source ... [or] (E) disclose in- 
vestigation techniques or procedures ....”” 


6/ The relevance of certain of these documents, one of it 
which makes no mention of matters connected to the ; 
Norsul investigation, is doubtful. 


7/ 5 U.S.C. 552(a)(3) provided in part: “‘[E] ach agency, 
upon any request for records which (A) Reasonably 
describes such records ... shall make the records promptly 
available to any person.” (emphasis added). 


The House Report on this states: “‘A ‘description’ of a 
requested document would be sufficient if it enabled a 
professional employee of the agency who was familiar 
with the subject area of the request to locate the record 
with a reasonable amount of effort.” H. Rep. No. 93- 
876, 93rd Cong., 2d Sess. at 5-6 (1974). 


See also Sen. Rep. No. 93-854, 93rd Cong., 2d Sess. at 
10 (1974); /rons v. Schuyler, 465 F.2d 608 (D.C. Cir., 
1972) (request for “all unpublished manuscript deci- 
sions of the Patent Office” involved unreasonable 
effort); National Cable Television Association v. F.C.C., 
479 F.2d 183 (C.A. D.C., 1973). 
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SECURITIES ACT OF 1933 
Release No. 5625/October 9, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11721/October 9, 1975 


PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19203/October 9, 1975 


ACCOUNTING SERIES 
Release No. 178/October 9, 1975 


NOTICE OF ADOPTION OF AMENDMENTS TO 
REGULATION S-X WITH RESPECT TO ACCOUNT- 
ING FOR RESEARCH AND DEVELOPMENT COSTS 


The purpose of these amendments is to conform the 
requirements pertaining to the accounting and reporting 
for research and development costs in Regulation S-X, 
Form and Content of Financial Statements, and the 
standards established by the Financial Accounting 
Standards Board in Statement of Financial Accounting 
Standards No. 2, Accounting for Research and Develop- 
ment Costs, in October 1974. Differences exist between 
the requirements in Regulation S-X and FASB State- 
ment No. 2 in that Statement No. 2 specifies in sum- 
mary that research and development costs shall be 
charged to expenses as incurred, whereas various rules 
and items in Regulation S-X relate to the recordation 
and amortization of deferred research and development 
expenses. 


The Commission stated, in Accounting Series Release 
No. 150, that the pronouncements of the FASB will 

be considered to constitute substantial authoritative 
support for accounting and reporting procedures and 
practices used in preparing financial statements filed 
with the Commission. In accordance with this policy, 
the Commission issued on November 21, 1974, Se- 
curities Act Release No. 5541 (Securities Exchange 

Act Release No. 11109, Public Utility Holding Com- 
pany Act Release No. 18667) which contained pro- 
posals to amend the affected rules and items in Regu- 
lation S-X, including Caption 20 in Rule 5-02, Schedule 
Vil in Rule 5-04, Rule 12-08, and Items 3 and 8 in Rule 
12-16, to eliminate the differences, and to add a new 
caption in Rule 5-03 to provide for disclosure in the 
financial statements of the research and development 
costs charged to expense as specified in Statement 

No. 2. 


Comments received from the public indicated general 
agreement with the proposed amendments. Minor 
technical changes which were suggested in the comments 
on the proposals are reflected in these amendments. An 
instruction is added to the proposed new caption in the 
income statement (Caption 3A of Rule 5-03) for re- 
search and development expenses to permit the alter- 
native of disclosing the amount of such expenses in a 
note to the financial statements. The interpretation 
and guideline in Accounting Series Release No. 141 
which pertains to Item 8, Research and development 
costs, under Rule 12-16 of Regulation S-X, is rescind- 
ed inasmuch as Item 8 is rescinded and because a de- 
finition of research and development is provided in 


FASB Statement No. 2 that is considered applicable to 
that term where it appears elsewhere in Regulation S-X. 
A reference to research and development expense in 
Rule 3-16(0)(1) of Regulation S-X is deleted. 


The Commission hereby adopts (1) amendments of 
Regulation S-X revising paragraph (1) of Rule 3-16(o), 
Caption 20 of Rule 5-02, the title of Schedule VII of 
Rule 5-04, the title and instruction Nos. 1, 3 and 7 of 
Rule 12-08, and Item 3 of Rule 12-16, adding Caption 
3A to Rule 5-03, and deleting Item 8 of Rule 12-16; 
and (2) an amendment of Accounting Series Release 
No. 141 rescinding an interpretation in Part A per- 
taining to Item 8, Research and Development costs, 

in Rule 12-16 of Regulation S-X. The rules, as amend- 
ed, and the application of the amendment of the re- 
Jease are stated below. 


Regulation S-X 


Rule 3-16. General notes to financial statements. (See 
Release No. AS-4.) 


Section (0) /ncome tax expense. (1) Disclosure shall 
be made, in the income statement or a note thereto, 
of the components of income tax expense, including: 
(i) taxes currently payable; (ii) the net tax effects, as 
applicable, of (a) timing differences (Indicate separate- 
ly the amount of the estimated tax effect of each of 
the various types of timing differences, such as depre- 
ciation, warranty costs, etc. * * *) and (b) * * * (No 
change in remaining sentence of paragraph 1.) 


Rule 5-02. Balance sheets. 


Caption 3A. Research and development expenses. State 
here or in a note referred to herein the amount of the 
total research and development costs charged to expense. 


Schedule Vii. Intangible Assets, Preoperating Expenses 
and Similar Deferrals. 


Rule 12-08. Intangible assets, preoperating expenses and 
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similar deferrals. '» 2. 7 


Instruction 1. The information required shall be present- 
ed in two parts: Part A - Intangible assets. Part B - Pre- 
operating expenses and similar deferrals. 


ee ~ * 


Instruction 3. Show by major classifications in each part, 
such as franchises, goodwill, etc. 


* * * * * 


Instruction 7. If an account for accumulated depreciation 
or amortization is maintained for any item of preoperating 
expenses and similar deferrals, Rule 12-09 shall apply to 
such accounts and that schedule shall be divided into parts 
A and B as shown above. 


roar 2-16. Supplementary income statement informa- 
tion. 


Item 3. Depreciation and amortization of intangible 
assets, preoperating costs and similar deferrals. 


Item 8. (Deleted). 


Accounting Series Release No. 141 


Part A - Interpretation relating to Rule 12-16, supple- 
mentary income statement information. (The last 
paragraph, referring to Item 8, Research and develop- 
ment costs, is rescinded.) 


* * * +. * 


The amendments are adopted pursuant to authority in 
Sections 6, 7, 8, 10 and 19(a) of the Securities Act of 
1933; Section 12, 13, 15(d) and 23(a) of the Securities 
Exchange Act of 1934; and Sections 5(b), 14 and 20(a) 
of the Public Utility Holding Company Act of 1935. 
The amendments are effective on November 15, 1975, 
for financial statements for fiscal years beginning on 

or after January 1, 1975. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES ACT OF 1933 
Release No. 5626/October 14, 1975 


Admin. Proc. File No. 3-4395 
In the Matter of 


SCIENTRONIC CORPORATION 
8220 Castor Avenue 
Philadelphia, Pennsylvania 


ORDER SUMMARILY AFFIRMING INITIAL DECISION 
PREMANENTLY SUSPENDING REGULATION A Ex- 
EMPTION 


Scientronic Corporation appeals from an administrative 
law judge’s initial decision holding that its claimed Regu- 
lation A exemption should be permanently suspended. 1/ 
The hearing officer found Scientronic’s offering circular 
materially false and misleading. He also concluded that 
the company had not complied with Regulation A’s es- 
crow requirements. 2/ 


After an independent review of the whole record, we 
are of the view that Scientronic’s exceptions to the 
initial decision do not make a reasonable showing of 
prejudicial error. The initial decision is clearly correct. 
Summary affirmance is therefore appropriate. 3/ 


Accordingly, IT 1S ORDERED that the initial decision 
be, and it hereby is, summarily affirmed pursuant to 
Rule 17(d) of the Commission’s Rules of Practice; and 
it is further 


ORDERED that Scientronic Corporation’s claim to a 
Regulation A exemption from the registration require- 
ments of the Securities Act of 1933 with respect to a 
proposed public offering of its convertible debentures 
at an aggregate price of $500,000 be, and the same 
hereby is, permanently suspended. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Scientronic’s petition states that it was not notified 
of the initial decision. But the petition shows that its 
author must have had access to a copy. And our records 
indicate that a copy of the decision was mailed to Scien- 
tronic. We therefore dismiss the service point as spuri- 
ous. 


2/ Rule 253(c). 


3/ See Rule 17(d) of the Commission’s Rules of Practice. 
Compare Spence & Green Chemical Company, Securi- 
ties Act Release No. 5490 (April 30, 1974), 7 SEC 
Docket 224. 
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SECURITIES ACT OF 1933 
Release No. 5627/October 14, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11733/October 14, 1975 


NOTICE OF COMMISSION CONCLUSIONS AND 

, RULEMAKING PROPOSALS IN THE PUBLIC PRO- 

| CEEDING ANNOUNCED IN SECURITIES ACT 

\ RELEASE NO. 5569 (February 11, 1975) REGARD- 

+ ING (1) SUCH FURTHER DISCLOSURE, IF ANY, 

) OF ENVIRONEMTNAL MATTERS IN REGISTRA- 
TION STATEMENTS, REPORTS AND OTHER 
DOCUMENTS REQUIRED TO BE FILED OR FUR- 

' NISHED TO INVESTORS PURSUANT TO THE 

| SECURITIES ACT OF 1933 AND THE SECURITIES 
EXCHANGE ACT OF 1934 AS MAY BE NECESSARY, 
CONSISTENT WITH THE NATIONAL POLICY RE- 
FLECTED IN THE FEDERAL SECURITIES LAWS, 
FULLY TO COMPLY WITH THE NATIONAL EN- 
VIRONMENTAL POLICY ACT OF 1969; (2) DiS- 
CLOSURE IN SUCH DOCUMENTS OF OTHER 
SOCIALLY SIGNIFICANT MATTERS; AND (3) 

_ INVESTORS’ INTEREST IN AND USE OF SUCH 

INFORMATION 


Comment deadline: January 12, 1976 
File No. S7-593 
Preliminary Statement and Summary 


\ 
The Securities and Exchange Commission today announced 
its conclusions and proposals for further rulemaking action 
in the proceeding announced in Securities Act Release No. 
5569 (February 11, 1975) concerning possible disclosure 
in registration statements, reports and other documents 
filed with the Commission or required to be furnished to 
investors pursuant to the Securities Act of 1933 and the 
Securities Exchange Act of 1934 of environmental and 
other matters of social concern, including equal employ- 
| ment matters. 


The Commission has concluded that, although it is gener- 
ally not authorized to consider the promotion of social 
goals unrelated to the objectives of the federal securities 
laws, it is authorized and required by the National En- 
vironmental Policy Act of 1969 (NEPA) to consider 

f the promotion of environmental protection as a factor 

in exercising its rulemaking authority under the Securi- 

ties Act of 1933 and the Securities Exchange Act of 

1934. In this regard, NEPA, and the promotion of en- 

,, | vironmental protection which it explicitly mandates all 
agencies to effect, are unique insofar as the Commis- 
sion’s disclosure requirements are concerned. 


The Commissicn has broad discretion with regard to the 
promulgation of disclosure requirements under the fed- 
eral securities laws, limited only by the requirement that 
it determine that such disclosures are necessary to dis- 
charge its statutory responsibilities or are necessary or 

t appropriate in the public interest or for the protection 

i of investors. In exercising this discretion, we have recog- 

© nized that certain types of information are often of 
importance to investors generally and thus may appro- 


priately be made the subject of specific disclosure re- 
quirements applicable to all registrants. On the other 
hand, certain types of information which are of im- 
portance only in certain instances have generally not 
been made the subject of specific disclosure require- 
ments. 


No showing has been made in this proceeding, particu- 
larly in light of the more than 100 areas of social infor- 
mation identified by persons responding to our request 
for comments, that disclosure of information describ- 
ing corporate social practices should be specifically re- 
quired of all registrants. This is not to say, however, 
that, in specific cases, some information of this type 
might not be required in order to make the statements 
in a filing not misleading or to make the filing other- 
wise complete with respect to information investors 
appropriately might need to make informed invest- 
ment or voting decisions. The Commission’s rules al- 
ready require, in addition to specific disclosures, the 
disclosure of any other material information. Indeed, 

at a prior stage in its consideration of environmental 
and social disclosure, the Commission alerted registrants 
to this fact. Securities Act Release No. 5170 (July 19, 
1971). And, in those particular instances in which dis- 
closures are required thereunder, the law provides 
remedies for non-compliance. In appropriate cases, 

the Commission may commence an enforcement action, 
and investors who believe that they have been, or are 
being, injured by non-disclosure of specific information 
have judicial remedies available to them. As the Supreme 
Court has recognized, these remedies constitute a neces- 
sary supplement to the Commission’s own enforcement 
activities. 


Accordingly, in light of the apparent interest among 
some investors and the Commission’s obligation to 
consider promotion of environmental protection among 
other factors in exercising its disclosure authority, we 
have today proposed for comment rules which would 
make available to interested investors information re- 
garding the extent to which corporations have failed to 
satisfy environmental standards under federal law. We 
have also concluded that specific disclosure require- 
ments regarding corporate equal employment and other 
practices are not appropriate at this time. 


Below is a topical outline of the matters considered by 
the Commission in this release: 


|. Background 


Il. The Commission’s Disclosure Authority and Respon- 
sibilities under the Federal Securities Laws 


A. The Commission's disclosure authority 


B. The Commission’s discretion to exercise its disclosure 
authority 


C. The scope of judicial review 
lll. The National Environmental Policy Act 
A. Structure of the Act 
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B. The effect of the Act on the Commission’s disclosure 
authority 


C. Environmental disclosure alternatives 

IV. Investor Interest In, and Use of, Social Disclosure 
A. The extent of investor interest 

B. The nature of investor interest 

C. The use of social information by investors 


D. Avenues available to interested investors to affect 
corporate social practices 


V. Disclosure of Information Relevant to Equal Employ- 
ment Opportunity and Other Matters of Social Concern 


Vl. Rulemaking Proposals 
A. General purpose 

B. Synopsis of proposals 
C. Operation of proposals 
|. Background 


This proceeding, the most recent aspect of the Commis- 
sion’s consideration of environmental and social dis- 
closure, was conducted pursuant to an order of the Dis- 
trict Court for the District of Columbia in Natural Re- 
sources Defense Council, Inc.v. Securities and Exchange 
Commission, 389 F. Supp. 689 (D.D.C., 1974). Plain- 
tiffs in that case had sought review of the promulgation 
by the Commission of the environmental disclosure rules 
announced in Securities Act Releaseu o. 5386 (April 20, 
1973) and the related denial of plaintiffs’ petition 1/ 
for rules requiring registrants to file with the Commission 
information concerning both the environmental conse- 
quences of their activities, and statistics and legal pro- 
ceedings regarding their equal employment practices. 


The court held that the Commission had fialed to satisfy 
the procedural requirements of the Administrative Pro- 
cedure Act (APA), 5 U.S.C. 551, et seqg., in its informal 
rulemaking proceeding in three respects: 


(1) by failing to state in Securities Act Release No. 5235 
(February 16, 1972), announcing the Commission’s 
Proposed environmental disclosure rules, that those rules 
were intended fully to discharge the Commission’s obli- 
gations under NEPA; 


(2) by failing to state in Release No. 5386 (which adopted, 
with certain modifications, the disclosure rules proposed 
for comment in Release No. 5235), in sufficient detail to 
permit judicial review, 


(a) the Commission’s view of its obligation under the 
federal securities acts and NEPA, 


(b) the alternatives which it considered in its rulemaking 
action, and 
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(c) its reasons for rejecting substantial alternatives; and 


(3) by failing to state the reasons for its denial of the 
equal employment portion of plaintiffs’ petition. 


The court ordered the Commission to undertake “‘rule- 
making action to bring the Commission’s corporate dis- 
closure regulations into full compliance with the letter 
and spirit of NEPA,” 2/ and to reconsider the Commis- 
sion’s denial of the equal employment portion of the 
petition. 3/ The court also suggested that the Commis- 
sion resolve what it characterized as two “overriding 
factual issues’: (1) the extent of interest among 
“ethical investors” in the disclosure by corporations 

of the environmental impact of corporate activities 
and of their equal employment opportunity practices 
and (2) the avenues open to such investors to elimin- 
ate corporate practices inimical to the environment 
and equal employment opportunity. 4/ 


Although the Commission disagreed with the ruling 

of the district court, on February 11, 1975, in Securi- 
ties Act Release No. 5569, 5/ the Commission announced 
the present phase of this public proceeding pursuant to 
the court’s order. In accord with the Commission’s nor- 
mal practice, the release was published in the SEC 
Docket 6/ and distributed to persons on the Commis- 
sion’s mailing list for releases issued under the Securi- 
ties Act and the Securities Exchange Act. Such distri- 
bution includes all registrants under the Securities Act 
and all reporting companies under the Securities Ex- 
change Act. In addition, to insure the fullest possible 
notice to interested persons, the Commission provided 
500 copies of the release to the Natural Resources De- 
fense Council for distribution. The Commission itself 
mailed copies of the release, together with letters in- 
viting comment, to various interested governmental 
agencies, 7/ to persons who had responded to two 
earlier releases requesting comment on certain matters 
of social significance, 8/ and to persons who comment- 
ed on the environmental disclosure rules proposed in 
Securities Act Release No. 5235, supra. The Commis- 
sion also announced in Securities Act Release No. 

5577 (April 4, 1975), 9/ that it would make available 
a reasonable number of copies of Release No. 5569, 
upon request, to any other group or organization 
whose membership might be interested in commenting 
thereon. 


Public hearings commenced on April 14, 1975, and con- 
tinued on 19 days through May 14. Fifty-four oral pre- 
sentations and 353 written comments were received. 
Because many of the written comments arrived after 
the May 14 deadline specified in Release No. 5569, 

the staff informally held the proceeding open and 
accepted comments through the end of May. A num- 
ber of comments received thereafter have been placed 
in the public file. The entire file, which includes docu- 
ments in excess of 10,000 pages, is divided into letters 
of comment, transcripts of testimony received at the 
hearing, and exhibits presented in the course of testi- 
mony. These documents are, and have been, available 
for public inspection at the Commission’s Public Refer- 
ence Section, 1100 L Street, N. W., Washington, D. C. 
10/ : 
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II. The Commission’s Disclosure Authority and Responsi- 
bilities Under the Federal Securities Laws 


A. The Commission’s disclosure authority 


The provisions of the Securities Act of 1933 11/ and the 
Securities Exchange Act of 1934 12/ are the starting 
point for any analysis of the Commission's authority 

or obligation to require specific disclosures. Those Acts 
confer upon the Commission broad discretion to deter- 
mine what matters, in addition to those specifically 
enumerated in the Acts, are appropriate for disclosure. 
That broad discretion is limited, as set forth immediate- 
ly below, by the requirement that the Commission de- 
termine disclosure of such matters is either necessary 

to discharge the Commission’s obligations under the 
Acts or is necessary or appropriate in the public inter- 
est or for the protection of investors. In addition, Con- 
gress desired that disclosure be fair as well as full. 


~ = 
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The Commission's general rulemaking authority is con- 
tained in Section 19(a) of the Securities Act and Sec- 
tion 23(a) of the Securities Exchange Act, which auth- 
orize the Commission to promulgate such rules “‘as 

| may be necessary to carry out the provisions of this 

| title,"” and “as may be necessary or appropriate to 
implement the provisions of this title for which [it is] 
responsible or for the execution of the functions vested 
in [it] by this title ...,” respectively. Certain sections 
of those Acts also confer specific and independent 

i grants of rulemaking authority. 


Thus, Sections 7 and 10(c) of the Securities Act pre- 
scribe certain types of information to be disclosed in 
registration statements and prospectuses, respectively, 
and authorize the Commission to require disclosure 
therein of such other information “as [is] necessary 
or appropriate in the public interest or for the protec- 
tion of investors.” Similarly, under Section 12(b) of 
the Securities Exchange Act, the Commission may re- 
quire, in applications for the registration of securities, 
such information respecting the issuer’s organization, 
financial structure, nature of business and financial 
statements as it deems “necessary or appropriate in 
the public interest or for the protection of investors.” 
Section 13(a) under that Act requires each issuer of a 
security registered under Section 12 to keep current 
the information in its application or registration state- 
ment and to file annual and quarterly reports in accord- 
ance with rules prescribed by the Commission “‘as 
necessary or appropriate for the proper protection of 
investors and to insure fair dealing in the security.” 

. Pursuant to Section 15(d) of the Securities Exchange 
Act, such reports are also required of certain com- 
panies which have filed registration statements under 
the Securities Act. Section 14(a) of the Securities 
Exchange Act prohibits the solicitation of proxies 
in contravention of such rules as the Commission 
prescribes “‘as necessary or appropriate in the pub- 
lic interest or for the protection of investors.” 

W@ The requirement that disclosure be fair as well as full 

( oe from the preamble to the Securities Act of 1933 

which sets forth the purpose of that Act: 


“[t] o provide full and fair disclosure of the character 
of securities sold in interstate and foreign commerce 


Of the various purposes of the Securities Exchange Act, 
as set forth in its preamlbe and in Section 2 of the Act, 

the Congressional aim “‘to require appropriate reports” 

is of direct concern here. 13/ 


The Senate Report on proposed legislation ultimately 
embodied in the Securities Exchange Act points out that 
information required under the Securities Act relates 
only to the time of issuance, whereas 


”“[r] eports under this bill will provide adequate 
information reasonably up to date as long as the 
security is traded in on an exchange.” 14/ 


An additional objective of the Act, not referred to in 
the preamble or in Section 2, but underlying Section 
14(a), is the promotion of fair opportunity for cor- 
porate suffrage. 


The Acts and the relevant legislative history also suggest 
that a prime expectation of the Congress was that the 
Commission’s disclosure authority would be used to 
require the dissemination of information which is or may 
be economically significant. The Securities Act of 1933 
was enacted in response to the flotation during the post- 
World War | decade of $25 billion of securities which 
proved worthless. 15/ The significance of the enumer- 
ated disclosure items in Schedule A to that Act is essen- 
tially economic in nature. As the House Report which 
preceded the Securities Act states; 


“The type of information required to be disclosed 
is of a character comparable to that demanded by 

competent bankers from their borrowers, and has 

been worked out in the light of these and other re- 
quirements.” 16/ 


Similarly, the items prescribed in Section 12(b) of the 
Securities Exchange Act for inclusion in registration 
statements filed thereunder are essentially of economic 
significance, 17/ as are the specific references in Sec- 
tion 13(b) to the form of, and the methodology under- 
lying, annual and quarterly reports. As the Senate Re- 
port explained: 


“The bill provides that ... a condition of such regis- 
tration shall be the furnishing of complete informa- 
tion relative to the financial condition of the issuer, 
which information shall be kept up to date by 
adequate periodic reports.” 18/ 


That economic matters were the primary concern of the 
Congress in prescribing the Commission’s disclosure 
authority appears also to be the view of the Supreme 
Court, given its recent emphasis on the economic nature 
of securities transactions in United Housing Foundation, 
Inc. v. Forman, U.S. , 95S. Ct. 2051 (June 
16, 1975). The Court rejected the contention that instru- 
ments designated as “stock” were necessarily ‘’securi- 
ties” under the federal securities laws, stating: 
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“Because securities transactions are economic in 
character Congress intended the application of 
these statutes to turn on the economic realities 
underlying a transaction ....”” 


95 S. Ct. 2059 (emphasis added). And, in considering 
whether the interests in question constituted an “in- 
vestment contract” or an “instrument commonly known 
as a security,” the Court stated: 


“There is no doubt that purchasers in this housing 
cooperative sought to obtain a decent home at an 
attractive price. But that type of economic inter- 
est characterizes every form of commercial deal- 
ing. What distinguishes a security transaction — 

and what is absent here — is an investment where 
one parts with his money in the hope of receiving 
profits from the efforts of others, and not where he 
purchases a commodity for personal consumption 
or living quarters for personal use.” 


Id. at 2063 (footnote omitted.) 19/ 


It is also evident, however, that, insofar as the Commis- 
sion’s rulemaking authority under Section 14(a) of the 
Securities Exchange Act is concerned, the primacy of 
economic matters, particularly with respect to share- 
holder proposals, is somewhat less. Section 14(a) pro- 
vides that proxies may be solicited only in conformity 
with “‘such rules and regulations as the Commission 
may prescribe as necessary or appropriate in the public 
interest or for the protection of investors.” The Con- 
gressional purpose in enacting Section 14 has been char- 
acterized as “to require fair opportunity for the opera- 
tion of corporate suffrage.”” 20/ 


The Senate Report on Section 14(a) indicates that Con- 
gress was concerned that shareholders be informed of 
the nature of the matters which would be presented at 
shareholder meetings and on which those soliciting 
proxies would cast their votes. 21/ The House Report, 
on the other hand, appears to place somewhat greater 
emphasis on the prevention of injury to stockholder 
financial interests which could result from unregulated 
management proxy solicitation. 22/ 


B. The Commission’s discretion to exercise its disclosure 
authority 


As stated above, Congress has conferred on the Commis- 
sion broad discretion to determine what disclosures, in 
addition to those specifically enumerated in the Securi- 
ties Act and the Securities Exchange Act, should be 
required of all registrants. In administering the various 
federal securities laws, 23/ the Commission was ex- 
pected to become entirely familiar with the securities 
markets and to develop an expertise which would enable 
it to resolve questions such as what disclosure of infor- 
mation regarding securities and issuers is necessary to 
discharge its responsibilities under the Securities Act 
and the Securities Exchange Act or is ‘‘necessary or 
appropriate in the public interest or for the protection 
of investors.” 24/ The Commission’s broad discretion 
to require disclosure provides necessary latitude to ex- 
pand or contract disclosure rules in light of changes in 
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the relevant context in which securities issuers conduct 
their businesses. Statutes, business relationships, supply 
conditions and a host of other factors which could not 
be foreseen in 1933 and 1934 may today have a signifi- 
cant impact on the financial condition of companies 
and the priorities of investors. 





If the Commission had not been vested with broad dis- Ina 
cretion to review continuously and determine the appro- our 
priate content of its disclosure requirements, either und 
periodic review and adjustment thereof by Congress Act 
would have been necessary or disclosure would have been | pria 
frozen in the mold dictated by conditions perceived in mit 
1933 and 1934. In the alternative, perhaps, Congress pur 
might have prescribed a mechanism to periodically de- ‘und 
termine the actual interests of investors. But, as dis- | for 
cussed infra, Section 1V(A), there appears to be no feas- , ina 
ible, precise method to accomplish such an undertaking, | er 
short of an in-depth statistical survey. 25/ Furthermore, . atic 


such a survey, while superficially attractive, would at 

best produce results that might rapidly become out- 
dated in light of the shifting and fluctuating nature of | 
public opinion and the focus of popular attention from | 
time to time. 26/ Finally, some consideration would | 
have to be given to whether interests of which investors | 
are largely unaware might become recognized if dis- 

closure of relevant information were to be required. 

It is thus apparent that the first of these alternatives 


would have resulted in the remedial disclosure provisions Sli 
of the federal securities laws rapidly becoming outmoded, | Co 
while the second would not have been workable and would | as) 


have been totally unstable. 





Whether particular disclosure requirements are necessary 

to permit the Commission to discharge its obligations 

under the Securities Act and the Securities Exchange Act 

or are necessary or appropriate in the public interest or 

for the protection of investors involves a balancing of 
competing factors. As a practical matter, it is impossible ' 
to provide every item of information that might be of 
interest to some investor in making investment and vot- 

ing decisions. As discussed infra, Section V, participants j 
in the proceeding suggested more than 100 topics con- Sli 
cerning which they desired disclosure. A disclosure docu- 

ment which incorporated each of these suggestions would Tr 
consist of excessive and possibly confusing detail, wheth- di 
er provided directly to investors or filed with the Com- 
mission for inspection by interested persons. Thus, cer- 

tain types of disclosure might be so voluminous as to 

render disclosure documents as a whole significantly 

less readable and, thus, less useful to investors generally. 

27/ \n addition, disclosure to serve the needs or desires 

of limited segments of the investing public, even if other- 4 
wise desirable, may be inappropriate, since the cost to 
registrants, which must ultimately be borne by their 
shareholders would be likely to outweigh the resulting 
benefits to most investors. 


oe peses 
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The weighing of these factors, among others, is the 
mechanism by which disclosure is rendered fair as well 

as full. In administering the disclosure process under 

the Securities Act and the Securities Exchange Act, the 
Commission has generally resolved these various com- 
peting considerations by requiring disclosure only of 
such information as the Commission believes is important 
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to the reasonable investor — ‘‘material information.” 
17 CFR 230.405/7), 230.408, 240.12b-20, and 240. 
14a-9(a). This limitation is believed necessary in order 
to insure meaningful and useful disclosure documents 
of benefit to investors generally without unreasonable 
costs to registrants and their shareholders. 


In arriving at our decision, we are also influenced by 
our view that the discretion vested in the Commission 
under the Securities Act and the Securities Exchange 
> Act to require disclosure which is necessary or appro- 
priate “‘in the public interest’ does not generally per- 
mit the Commission to require disclosure for the sole 
purpose of promoting social goals unrelated to those 
underlying these Acts. Recently, the Court of Appeals 
for the District of Columbia reaffirmed this principle, 
.  inacase involving the obligations of the Federal Pow- 
' er Commission with respect to employment discrimin- 
ation. 28/ The Court stated: 


— 


“.. Congress has not charged the [Federal Power] 
Commission with advancing a// public interests, 
but only the public’s interest in having the particu- 
lar mandates of the Commission carried out, its 
interest, in other words, in the conservation of 
natural resources and the enjoyment of cheap 

and plentiful electricity and natural gas.” 


Slip Op. at 19 (emphasis in original). Significantly, the 
Court recognized that many of its previous decisions, 
as well as those of the Supreme Court, have required 
\ agencies to consider the antitrust implications of their 
A actions, but it stated: 
’ 
“These do not, however, establish that the content 
of the ‘public interest’ criterion is generally sup- 
plied by other national policies and laws. Some 
such policies and laws are surely relevant, but not 
simply because they exist. They are relevant be- 
cause their objectives ‘can be related to the ob- 
jectives of the statute administered by the agency.’ ” 


Slip Op. at 19 (emphasis in original). 29/ 


Thus, although the Commission’s discretion to require 
disclosure is broad, its exercise of authority is limited 
to contexts related to the objectives of the federal se- 
curities laws. Specifically, insofar as is relevant here, 
the Commission may require disclosure by registrants 
under the Securities Act and the Securities Exchange 
Act if it believes that the information would be neces- 
sary or appropriate for the protection of investors or 
the furtherance of fair, orderly and informed securi- 
ties markets or for fair opportunity for corporate 
suffrage. Although disclosure requirements may have 
some indirect effect on corporate conduct, the Com- 
mission may not require disclosure solely for this pur- 
pose. 


C. The scope of judicial review 
discretion to determine what disclosure is appropriate 


to fulfill its responsibilities under the federal securities 
laws is extremely broad. Correspondingly, the scope of 


U As discussed above, the scope of the Commission’s 


judicial review of a Commission decision regarding 
whether to require disclosure of a particular type of 
information must be limited. 30/ If this were not the 
case, the court, rather than the Commission, would 
generally be responsible for making the difficult judg- 
ments regarding what information is necessary for the 
Commission to discharge its responsibilities under the 
Securities Act and the Securities Exchange Act or is 
necessary or appropriate in the public interest or for 
the protection of investors. Courts, however, are ill- 
equipped to make such determinations because the 
problems presented cannot “’be resolved by ‘judicial 
application of canons of statutory construction.’ ” 
Hahn v. Gottlieb, 430 F2d 1243, 1249 (C.A. 1, 1970). 
This is an area “where laws are so broadly drawn that 
agencies have large discretion,”’ 31/ and “there is no 
law [for courts] to apply.” 32/ In short, the proper 
content of disclosure requirements, or whether that 
content should be effected by rulemaking or ad hoc 
adjudicatory actions, are judgments “based upon 
public policy, ... judgement[s] which Congress has 
indicated [are] of the type for the Commission to make.” 
Securities and Exchange Commission v. Chenery Corp., 
332 U.S. 194, 209 (1947). 


Finally, the substitution of judicial for Commission 
discretion in disclosure rulemaking would distort the 
Commission’s overall administration of the disclosure 
process by permitting persons so-inclined to utilize 
judicial review under the Administrative Procedure Act 
to vindicate their own value preferences, a prospect re- 
jected by the Supreme Court in analogous, but some- 
what different, contexts involving environmental con- 
sequences of agency decisionmaking in Sierra Club v. 
Morton, 405 U.S. 727, 740 (1972) and Citizens to 
Preserve Overton Park, Inc. v. Volpe, 401 U.S. 402, 
416 (1971). 


Ill. The National Environmental Policy Act 
A. Structure of the Act 


NEPA is unique in that Congress, in this single enactment, 
supplemented the mandate of all federal agencies to in- 
clude consideration of environmental values within agency 
responsibility. In determining what action to take as a re- 
sult of the proceeding announced in Release No. 5569, 
the Commission must determine what effect NEPA has 

on the principles discussed above which govern its dis- 
closure authority. The pertinent provisions of NEPA are 
contained in Sections 101 through 105 of that Act, 42 
U.S.C. 4331 through 4335. 


Section 101(a) sets forth the “continuing policy” of the 
federal government “’to use all practicable means and 
measures” to protect environmental values. Section 
101(b) states that the substantive “‘responsibility”’ of 
the federal government is “to use all practicable means, 
consistent with other essential considerations of national 
policy, to improve and coordinate Federal plans, func- 
tions, programs and resources to the end that the Nation 
may” achieve certain environmental goals. 


Section 102 specifies methods to be followed. Section 
102(1) authorizes and directs that “to the fullest extent 
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possible ... the policies, regulations and public laws of 
the United States shall be interpreted and adminis- 
tered in accordance with the policies set forth in [the 
Act] .”’ Section 102(2) directs that “‘all agencies of 
the Federal Government” shall, “to the fullest extent 
possible,”’ follow certain procedures in conducting 
their activities. For example, Section 102(2)(C) re- 
quires the preparation of environmental impact state- 
ments in connection with “‘major Federal actions sig- 
nificantly affecting the quality of the human environ- 
ment.” 


The courts have described the difference between the 
mandates of Section 101 and 102 in terms of the degree 
of discretion permitted. Since Section 102 requires that 
its provisions should be carried out “‘to the fullest ex- 
tent possible,” strict adherence thereto is required. 
More flexibility is considered implicit, however, in the 
mandate of Section 101 “to use all practicable means.” 


33/ 


To date, the case law under NEPA has primarily invol- 
ved the need for, the procedures regarding, and the 
adequacy of, environmental impact statements re- 
quired by Section 102(2)(C) in connection with “major 
Federal actions significantly affecting the quality of the 
human environment.” Thus, NEPA’s import remains 
unclear where, as here, there is no major federal action 
significantly affecting the environment, and any environ- 
mental impact would only be indirect. 34/ As was aptly 
put in City of New York v. United States, 337 F. Supp. 
150, 159 (E.D. N.Y., 1972), NEPA is 


“a relatively new statute so broad, yet opaque, 
that it will take even longer than usual fully to 
comprehend its import.” 


B. The effect of the Act on the Commission’s disclosure 
authority 


NEPA’s effect on the Commission’s authority to require 
disclosure appears to turn on the meaning of Section 
102(1), which requires the Commission “to the fullest 
extent possible” to interpret and administer the federal 
securities laws “in accordance with the policies set forth 
in [NEPA] .” 


One possible view is that the phrase “public interest,” as 
it appears in certain of the statutory provisions which 
establish the Commission’s authority to require disclosure 
by registrants, must be interpreted broadly with respect 
to environmental matters, notwithstanding its established 
meaning, discussed supra, Section 11(B). The argument 
continues that, since the “policies” of NEPA are in effect 
the protection of the environment, the Commission is 
authorized to require comprehensive disclosure by regis- 
trants of the environmental effects of their business ac- 
tivities in order to promote the protection of the environ- 
ment, regardless of whether such disclosure is necessary 
to permit the Commission to discharge its responsibilities 
under the Securities Act and the Securities Exchange Act 
or is necessary or appropriate for the protection of in- 
vestors. Further, since Section 102(1) encompasses the 
“administration” of federal laws, as well as their inter- 
pretation, the Commission is required to exercise such 


46/SEC DOCKET 


authority “‘to the fullest extent possible,” as well. 


We believe that a more reasonable interpretation is 

that Section 102(1) was intended to permit and require 
agencies such as this Commission to consider environ- 
mental values in the performance of the functions auth- 
orized under their organic statutes. 35/ First, in Ca/vert 
Cliffs’ Coordinating Committee v. Atomic Energy Com- 
mission, supra, the court explained: 


“Section 101 sets forth the Act's basic substantive 
policy: that the federal government ‘use all prac- 
ticable means and measures’ to protect environ- 
mental values. Congress did not establish environ- 
mental protection as an exclusive goal; rather, it 
desired a reordering of priorities, so that environ- 
mental costs and benefits will assume their proper 
place along with other considerations. 


* #*+ # 


Thus the general substantive policy of the Act is 

a flexible one. It leaves room for a responsible ex- 
ercise of discretion and may not require particular 
substantive results in particular problematic in- 
stances. 


Perhaps the greatest importance of NEPA is to 
require the Atomic Energy Commission and other 
agencies to consider environmental issues just as 
they consider other matters within their man- 
dates. This-compulsion is most plainly stated in 
Section 102.” 


449 F.2d at 1112 (emphasis in original). 


Second, it seems extremely unlikely that Congress could 
have intended, without specific consideration of the con- 
sequences, indiscriminately to propel federal agencies 
into substantive environmental programs which might 
have only the most superficial connection with their 
activities under their organic statutes. The Conference 
Report on NEPA explains that. 


“the language in section 102 is intended to assure 
that all agencies of the Federal Government shall 
comply with the directives set out in said section 
‘to the fullest extent possible’ under their statu- 
tory authorizations and that no agency shall 
utilize an excessively narrow construction of its 
existing statutory authorizations to avoid compli- 
ance.” 36/ 


And, during House debates on NEPA, Representative 
Aspinal described the intended effect of Section 102: 


“Section 102 tells the agencies to follow to the 
fullest extent possible under their existing auth- 
ority the procedures required to make their 
operations consistent with the environmental 
policy established in this Act.” 37/ 


Thus, in Gage v. Atomic Energy Commission, 479 F.2d 
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1214, 1220 n. 19 (C.A.D.C., 1973), the court stated: 


“NEPA does not mandate action which goes beyond 
the agency's organic jurisdiction.” 38/ 


See Kitchen v. Federal Communications Commission, 464 
F.2d 801, 802 (C.A.D.C., 1972). 39/ See also the pro- 
nouncement of Section 105 that 


It] he policies and goals set forth in [the Act] are 
supplementary to those set forth in existing author- 
izations of Federal agencies.” 


The Conference Report on NEPA explains: 


“The effect of this section, which is a slightly re- 
vised version of section 103 of the Senate bill, 

is to give recognition to the fact that the bill 
does not repeal existing law. This section does 
not, however, obviate the requirement that the 
Federal agencies conduct their activities in 
accordance with the provisions of this bill un- 
less to do so would clearly violate their exist- 

ing statutory authorizations.”’ 40/ 


Third, the broadest interpretation of Section 102(1) would 
result in disclosures which are the equivalent of comprehen- 
sive environmental impact statements by most large corpor- 
ations, despite the Congressional intent reflected in Section 
102(2)(C) that the preparation of such statements be re- 
quired only of federal agenices, and then only those con- 
templating major federal action. 


This raises a question having broader implications. NEPA 

is addressed primarily, if not wholly, to activities of the 
federal government which have an impact on the environ- 
ment — as is recognized in the case law. 41/ Other statutes, 
federal and state, seek to control the environmental impact 
of purely private activities. It is, of course, true that federal 
and private activities may interact to such a degree as to 
bring the private activities within the scope of NEPA, as 
where a federal agency licenses a private corporation to 
engage in an activity which directly affects the environ- 
ment. But something more is sought there. The Commis- 
sion, of course, does nothing which directly affects the 
environment, nor does it license or authorize anyone else 
to do so. It is, however, contended that the Commission’s 
disclosure scheme, which applies to almost all private cor- 
porations in which there are a significant number of invest- 
ors, must be utilized as a weapon to influence, if not con- 
trol, most of the activities in the private sector which have 
an impact on the environment. Nowhere in NEPA is there 
any suggestion of an intention to create such a wide rang- 
ing environmental control over the private sector. Such a 
major purpose would hardly have gone wholly unmention- 
ed. This does not mean that NEPA has no effect on the 
Commission’s responsibilities, but it does mean that the 
purpose of the disclosure scheme administered by the 
Commission has not been basically changed by NEPA. 


Accordingly, we believe that NEPA authorizes and requires 
the Commission to consider the promotion of environmen- 
tal protection “along with other considerations” 42/ in de- 
termining whether to require affirmative disclosures by 
registrants under the Securities Act and the Securities 


Exchange Act, and, although NEPA does not require any 
specific disclosures, as such, we have been required to 
explain the alternatives which we considered in meeting 
our obligations under NEPA and the reasons why we 
have rejected substantial alternatives, in sufficient detail 
to permit judicial review. 43/ 


C. Environmental disclosure alternatives 


We have concluded, as discussed infra Section IV, that 
there is a degree of interest among some investors in 
corporate environmental practices. The basis for this 
interest is claimed to be primarily economic in nature: 
it is argued that non-compliance with environmental 
laws may result in extensive costs or liabilities; that the 
ability to avoid environmental problems provides a good 
measure of management's overall quality; and that cor- 
porate environmental responsibility will, in the long run, 
determine the public relations and regulatory framework 
in which a company operates. It also is claimed that 
such investors would use relevant environmental infor- 
mation primarily in voting rather than in investment 
decisions. 


The major alternatives proposed in the proceeding by 
which the Commission could protect the interests of 
these investors are to require: (1) comprehensive dis- 
closure of the environmental effects of corporate ac- 
tivities, (2) disclosure of corporate non-compliance 
with applicable environmental standards, (3) disclosure 
of all pending environmental litigation, (4) disclosure 
of general corporate environmental policy, and (5) 
disclosure of all capital expenditures and expenses for 
environmental purposes. 


We reject the first of these, proposed by the Natural 
Resources Defense Council, for a number of reasons. 
First, the interest among investors that may exist 
appears to be primarily in whether corporations are 
acting in an environmentally unacceptable manner, rather 
than in whether, and to what extent, corporations have 
gone beyond what is expected of them in this area. Sec- 
ond, unless existing environmental standards may be 
used as a reference point, both the costs to registrants 
and the administrative burdens involved in the proposed 
disclosure would be excessive. There appears to be no 
established, uniform methoa by which the environ- 
mental effects of corporate practices may be compre- 
hensively described. Nor does there appear to be scien- 
tific agreement as to the harmfulness to the environ- 
ment of many activities. It appears, therefore, that the 
proposed disclosures would be extremely voluminous, 
subjective and costly to all concerned. They also would 
not lend themselves to comparisons of different com- 
panies, which is of great importance to investors since 
investment decisions essentially involve a choice between 
competing investment alternatives. 


Moreover, there appears to be virtually no direct investor 
interest in voluminous information of this type. Propon- 
ents, apparently conceding this, suggest that the disclo- 
sures be contained in documents which are filed with 

the Commission but which are not furnished directly 

to investors. They claim that analysts will study the 
materials and report their conclusions to investors in 


SEC DOCKET/47 












some meaningful, understandable form. This would 
merely substitute the opinions of such analysts, however, 
for the standards established by and pursuant to federal 
environmental legislation. And although diversity of 
viewpoint may be generally desirable, we have concluded 
that the additional costs and burdens necessary to achieve 
such diversity in this area greatly outweigh resulting ben- 
efits to investors and to the environment, discussed infra, 
Section 1V(D). 44/ 


The second alternative, however, seems to hold more 
promise. Pursuant to federal environmental statutes, 
most corporations are presently required to monitor 
and file quantitive reports, which are publicly available, 
regarding many aspects of their activities which affect 
the environment. In addition, the types of activities 
subject to such requirements continue to expand. 45/ 


Certain types of non-compliance with applicable environ- 
mental requirements may be material within the meaning 
of the Commission's existing rules. 17 CFR 230.405/7), 
230.408, 240.12b-20, and 240.14a-9(a). Disclosure of 
such information is already required. 46/ But while the 
disclosure of non-material information is generally not 
required for reasons discussed supra, Section 11(B), 
adding the promotion of environmental protection to the 
other factors considered by the Commission in the ad- 
ministration of the disclosure process causes a different 
balance to be struck here. 


Accordingly, we have today proposed for comment amend- 
ments to certain registration forms under the Securities Act 
and certain registration and reporting forms and rules 14a-3 
and 14c-3 under the Securities Exchange Act which would, 
where applicable, require a registrant to provide as an ex- 
hibit to certain documents filed with the Commission a 

list of the registrant’s most recently filed environmental 
compliance reports which indicate that the registrant has 
failed to satisfy, at any time within the previous twelve 
months, environmental standards established pursuant 

to a federal statute. In addition, the proposed amend- 
ments would, except for purposes of Forms 10 and 12 
under the Exchange Act, require the registrant to under- 
take promptly to provide to investors copies of the reports 
listed, upon written request and the payment of a speci- 
fied reasonable fee. Under the proposed amendments, in- 
vestors who are interested in such information should be 
able to obtain it in connection with making investment 

or voting decisions. 


The third alternative, disclosure of all pending environ- 
mental litigation, has been rejected. The existing environ- 
mental disclosure requirements, adopted in Securities 

Act Release No. 5386, (April 20, 1973), call for disclo- 
sure with respect to certain administrative and judicial 
proceedings arising under federal, state, or local provi- 

sions regulating the discharge of materials into the environ- 
ment or otherwise relating to the protection of the environ- 
ment. All environmental proveedings initiated by a govern- 
ment authority are treated as being material and are already 
required to be disclosed. Those proceedings which are sim- 
ilar in nature, however, may be grouped and described 
generically. Nongovernmental civil actions primarily for 
damages must be disclosed only if the amounts involved, 
individually or in the aggregate, exclusive of interest and 
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costs, exceed 10% of the current assets of the registrant 
and its subsidiaries on a consolidated basis. 





In securities Act Release No. 5386 (April 20, 1973) these 
requirements, which go beyond those applicable to legal 
proceedings regarding nonenvironmental matters, were 
adopted pursuant to NEPA. In our view, expanding these 
requirements further to include all nongovernmental pro- 
ceedings would not provide meaningful information to 
investors. Nor are we convinced that it would contribute 
significantly to the protection of the environment. There 
appears to be no method by which to screen out nongov- 
ernmental actions which are substantially without merit 
Or to ascertain whether any damages sought have been 








substantially inflated. Thus, we have concluded that addi- . 
tional requirements are unwarranted. f om 
We have also rejected the fourth and fifth alternatives. A | r° 
requirement that registrants disclose their environmental ly 
policy would result in subjective disclosures largely incap- th 
able of verification and highly susceptible to public-rela- a 
tions presentations. Similarly, we do not believe that cap- he 
ital expenditures and expenses for environmental purposes $ 
generally serve as a meaningful index of corporate environ- 

mental practices. To the extent they are material, they are | rT 


already required to be disclosed, although some changes 
in our requirements have been proposed to ensure uni- 
formity. In any event, they are a function of a number 

of factors, including the extent to which the corporation’s 
activities have significant effects on the environment or : 
have in the past been subjected to environmental controls. 
Moreover, we believe that the disclosures which we have 
proposed today would provide more meaningful and com- 
plete information in this regard. We will, however, continue 
to reevaluate the need for further disclosure requirements 
from time to time as our experience with disclosure in this 
area increases. 





IV. /nvestor Interest In and Use of Social Disclosure 


As discussed supra, Section |, two of the issues with which 
Judge Richey indicated concern are the extent of investor 
interest in disclosure by corporations of the environmental 
impact of their activities and of their equal employment 
practices, and the avenues open to interested investors to 
eliminate corporate practices inimical to the environment 
and equal employment opportunity. We have serious reser- 
vations as to whether Commission rulemaking can be pre- 
mised upon an attempt to quantify investor interest, but 
we have attempted to comply with the spirit of the court's 
suggestion. 47/ 


A. The Extent of Investor Interest j 


Taking the representations of the participants in the pro- 
ceeding at face value, the least subjective indications of 
investor interest in social information are the stated views 
of the approximately 100 participants identifying them- 
selves as investors who consider social information im- 
portant. These persons constitute, however, an insignifi- 
cant percentage of the estimated 30 million U. S. share- 
holders. 48/ Furthermore, although many did not identify 
their investment portfolios, the holdings of those who did , 
49/ constitute approximately 2/3 of 1% of the estimated \JJ 
aggregate value of the common and preferred stock and 
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corporate bonds held in this country at the end of 1974. 
50/ 


Asecond indication of the extent to which social concerns 
enter into the investment decisions of presumably small, 
individual investors may be found in the experience of the 
mutual funds which have been formed with specific social 
objectives. In 1971, four such funds were created: Drey- 
fus Third Century Fund, Pax World Fund, First Spectrum 
Fund, and Social Dimensions Fund. Of these, Dreyfus 

and Pax have assets of approximately $18 million and $.6 
million, respectively. 51/ First Spectrum, which reported 
net assets of $13,840 on June 30, 1974, and described it- 
self as “inactive,”” was deregistered on September 24, 1974 
(Investment Company Act Release No. 8517). Social Di- 
mensions Fund filed a registration statement with the Com- 
mission in 1971, but that statement never became effective. 
Although the Fund has not been deregistered, it is current- 
ly reporting no assets. Significantly, the total assets of 

these funds represent an insignificant portion of the esti- 
mated total value of open-end investment company shares 
held in this country at the end of 1974, approximately 

$35 billion. 52/ 


Unfortunately there was no borad participation by financial 
institutions in the proceeding. There are indirect indica- 
tions, however, that the social policies of corporations are 
considered as “investment issues’’ by some institutional in- 
vestors. The policy statements of committees of the Invest- 
ment Company Institute 53/ and the American Bankers 
Association, Trust Division, 54/ as well as the written 
comment of the Financial Analysts Federation, 55/ are to 
this effect. Of similar import are the responses of banks 

and mutual funds to the survey reported in the Ford Re- 
port, and an even greater degree of interest was expressed 

in the responses of religious and educational institutions. 

56/ In addition, at least six organizations have been formed 
to provide social information to a wide range of institutional 
investors. 57/ 


As discussed below, most participants in the proceeding who 
expressed interest as investors in social disclosure stated that 
they would use such information in determining how to vote 
their proxies or otherwise to act to influence management 
policies, rather than to make investment decisions. In this 
regard, we note that certain social shareholder proposals 

that appear to have social implications have received an 
average of from 2 to 3% of the vote in recent years and that 
corporations have apparently not received a significant 
number of social inquiries from their shareholders. We also 
note that 76% of the large corporations which responded to 
a survey published by the Committee for Economic Develop- 
ment indicated that they had undertaken some type of so- 
cial audit. 58/ 


Finally, while the social views expressed by public interest 
groups and religious institutions might be indicative of the 
views of some portion of their membership, and while na- 
tional social policies, as reflected in federal or uniform state 
legislation, might also be indicative of the views of United 
States citizens, whether these views are or would be reflect- 
ed in decisions to purchase, hold, or sell securities is highly 
speculative and a conclusory leap we are not prepared to 
make on the basis of this proceeding. 


While the proceeding was given considerable publicity, 59/ 
no one was required to respond and the number who did 
so was relatively small, considering the fact that investors 
number in the millions. Presumably only those with a 
strong interest took the trouble to respond, although there 
are probably many more with some interest. On the other 
hand, many, presumably, had little or no interest in these 
particular matters. This does not appear to be a matter 
which could be resolved by any feasible statistical survey. 
Investors, like other Americans, have a great variety of 
interests and concerns, which are held with varying degrees 
of intensity and in accordance with a variety of personal 
priorities. Moreover, the results of any such survey might 
rapidly become outdated in light of the shifting and fluc- 
tuating nature of public opinion and thé focus of popular 
attention from time to time. 


Although there appears to be a degree of interest among 
some investors in matters of social concern, any conclusions 
we might draw from the proceeding would be largely based 
upon inferences, previously discussed. The reliability of 
these inferences as indicative of actual investor interest in 
social matters is uncertain. For example, the motivations 
underlying policy statements and limited financial support 
for social research organizations are not always clear. It is 
also apparent that shareholder support for social proposals 
is in part a result of the specific wording involved. Finally, 
a pumber of participants in this proceeding have cautioned 
the Commission against measuring the extent of investor 
interest without giving some weight to the possibility that 
once social information becomes available, investors will 
realize its importance and become interested. That is, of 
course, no less speculative than any of the foregoing. 


The Commission's experience over the years in proposing 
and framing disclosure requirements has not led it to 
question the basic decision of the Congress that, insofar 
as investing is concerned, the primary interest of investors 
is economic. After all, the principal, if not the only, reason 
why people invest their money in securities is to obtain a 
return. A variety of other motives is probably present in 
the investment decisions of numerous investors but the 
only common thread is the hope for a satisfactory return, 
and it is to this that a disclosure scheme intended to be 
useful to all must be primarily addressed. 


B. The Nature of Investor Interest 


Those investor-participants who supported social disclosure 
were virtually unanimous in stating that, contrary to impli- 
cations in Release No. 5569, environmental, equal employ- 
ment, or other social information is in fact economically 
significant. These persons suggested a variety of rationales, 
including: (1) non-compliance with environmental, equal 
employment, and similar laws could lead to extensive cor- 
porate costs or liabilities; (2) the ability to avoid such prob- 
lems provides an index to management's overall quality; 
and (3) in the long run, corporate social responsibility de- 
termines the public relations and regulatory framework in 
which a company operates. 60/ Relatively few investor- 
Participants expressed interest on noneconomic grounds. 


To the extent that other indications suggest the basis of 
investor interest in social disclosure, they seem of similar 
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import. The policy statements of committees of the In- 
vestment Company Institute and the American Bankers 
Association, Trust Division, and the comment of the 
Financial Analysts Federation, are grounded in these 
concerns. 61/ The results of the survey reported in the 
Ford Report reflect similar concerns on the part of banks, 
insurance companies and mutual funds. 62/ And although 
some religious and educational institutions may have non- 
economic concerns as well, serious questions exist as to 
whether other instituions which act essentially in a fidu- 
ciary capacity may attempt to promote particular social 
views without specific authorization from the benefici- 
aries whom they serve. Further, it seems probable that 
corporate interest in social responsibility is primarily 
grounded in long-term economic well being. 


C. The use of social information by investors 


The majority of those investor-participants who explained 
the use to which they might put social information indi- 
cated that such information might play a role in voting 

on shareholder proposals. A lesser number indicated that 
such data would be taken into account in determining 
what securities to purchase, hold or sell. Many of the 
religious institutions stated that such information would 
be used in deciding whether to commence correspondence 
or negotiations with management to persuade it to change 
some policy. 


Some of the other indications of investor interest referred 
to above suggest that social disclosures would be used both 
for investment and voting purposes. 63/ Of some import, 
however, is the fact that Investor Responsibility Research 
Center, apparently one of the more established social re- 
search organizations, devotes a substantial amount of its 
efforts to analysis of shareholder proposals. In addition, 
the views of public interest groups and religious institu- 
tions and national social policies seem more likely to be 
reflected generally in voting decisions since any economic 
consequences are only indirect. 


At this time, therefore, it appears that those investors who 
are interested in social disclosure would use the informa- 
tion more in making voting rather than investment deci- 
sions. 


D. Avenues available to interested investors to affect cor- 
porate social practices 


Participants in the proceeding suggested a variety of courses 
through which shareholders may influence corporate social 
behavior, including shareholder proposals, political action, 
discussions with management, refusals to purchase securi- 
ties, and publicity. It was pointed out, however, that the 
effectiveness of discussions with management often de- 
pends on the number of shares owned, and that refusals 

to purchase are generally ineffective without publicity 

and support of a significant number of investors. The effec- 
tiveness of such tactics appears to depend on the particular 
circumstances involved and does not readily lend itself to 
generalization. 


Many participants in the proceeding suggested, however, 
that environmental disclosures would have no impact on 
corporate behavior because existing environmental statutes 
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already provide a sufficient incentive to avoid environ- 
mental injury, because companies are already required 

to monitor many aspects of their environmental prac- 
tices and to file public compliance reports with various 
state and federal environmental agencies, and because 
instances of significant environmental degradation already 
are widely publicized. Certain participants even suggested 
that Commission disclosure requirements would detract 
from the goal of environment protection by requiring 
firms to divert resources from environmental protection 
to environmental disclosure. 


Nonetheless, it appears that disclosure to investors of 
information reflecting corporate compliance with exist- 
ing environmental standards might have some indirect 
effect on corporate practices to the benefit of the en- 
vironment. It seems clear that investors do not at present 
have ready access to objective information concerning 
the environmental practices of corporations. And although 
the relevant compliance reports are reasonably accessible 
to inhabitants of the localities most directly affected by 
such practices, there is presently no single governmental 
source to which an investor can look for the environ- 
mental reports filed by a company. 


Given the fact that there is a degree of interest among some 
investors in information regarding corporate environmental 
practices, we conclude that the availability of such informa- 
tion may result in some investor or shareholder action. 
Participants in the proceeding pointed out that the sub- 
mission of and voting on socially-oriented shareholder 
proposals has often caused a corporation to alter its be- 
havior even though the proposals are defeated by a wide 
margin. Many participants also believe that disclosure 
requirements would serve to focus management attention 
on environmental issues and result in clearer recognition 

of the future costs and legal problems associated with en- 
vironmental degradation. 64/ Further, the Wheat Report, 
a comprehensive study of the disclosure process adminis- 
tered by the Commission, states in this regard: 


“Although basically intended to inform, the dis- 
closure provisions of the early Acts were expected 
to accomplish more. Their principal architects were 
disciples of Justice Brandeis who, in 1913, made 
the famous observation in Other People’s Money 
that: 


‘Publicity is justly commended as a remedy for social 
and industrial diseases. Sunlight is said to be the best 
of disinfectants ....’ 


The fact that there is a significant degree of truth 

in such observations is attested by all who have 
worked with the disclosure provisions of the ‘33 and 
‘34 Acts. The registration process has sometimes been 
referred to as a housecleaning: one of its most val- 
able consequences is the elimination of conflicts of 
interest and questionable business practices which, 
exposed to public view, have what Justice Frankfur- 
ter once termed ‘a shrinking quality.’ ’’ 65/ 


Having thus attempted fully to meet the expressed con- 
cerns of Judge Richey in these regards, we proceed to 
reconsideration of our previous denial of the equal 
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employment portion of the petition of the Natural Re- 
sources Defense Council. 


V. Disclosure of Information Relevant to Equal Em- 
ployment Opportunity and Other Matters of Social 
Concern 


By petition dated June 7, 1971, the Natural Resources 
Defense Council and the Project on Corporate Respon- 
sibility requested the Commission to midfy its forms 
for the registration of securities under the Securities Ex- 
change Act to require: (1) that certain registrants dis- 
close “a breakdown, in conformity with Consolidated 
Employer Information Reports EEO-1, showing the 
figures and percentages of minority or female employ- 
ment in each of [nine specified job categories] ”; 66/ 
and (2) that all registrants disclose information 


“concerning any proceedings in any court or 
before any agency challenging compliance by 
registrant or any subsidiary with the federal 
Equal Employment Opportunity Act or raising 
questions as to registrant's compliance with Ex- 
ecutive Order 11246 relating to discriminatory 
hiring practices by employers contracting with 
the federal government.” 67/ 


It was also proposed that registrants subject to the second 
requirement disclose the EEO-1 statistics bearing on the 
legal proceedings in question. 


On December 22, 1971, after evaluating the proposals 
contained in the rulemaking petition, the Commission 
informed the petitioners that it had declined to take 
the action requested in their petition. The notification 
of that decision stated: 


“Shortly after your petition was filed, the Com- 
mission issued, on July 19, 1971, Securities Act 
Release No. 5170 concerning material disclosure 
of environmental and civil rights matters. For 
your information, enclosed is a copy of that re- 
lease. Since that time, the Commission and its 
staff have been continually reviewing the types 
of disclosure being made as a result thereof. Be- 
fore determining whether to amend the disclo- 
sure requirements contained in the various forms 
filed with the Commission, the Commission be- 
lieves that it should evaluate the results of the 
guidelines for a longer period of time. On the 
basis of that review, the Commission will active- 
ly consider amendments to the forms in the 

near future.”” 68/ 


Pursuant to Judge Richey’s order, described supra, Sec- 
tion |, we have reconsidered the equal employment por- 
tion of the petition. In its release announcing the pro- 
ceeding, the Commission also invited comment on two 
“Possible Additional Disclosure Requirements” which 
were substantially similar to those proposed by peti- 
tioners, as well as on “any other matters of social con- 
cern to members of the investing public.” 69/ 


At the outset, it should be noted that the Commission’s 
present disclosure requirements call for disclosure of 


certain equal employment matters. Rules adopted pur- 
suant to the Securities Act and the Securities Exchange 
Act provide generally that in addition to the informa- 
tion expressly required to be included in registration 
statements and in reports, further material information, 
if any, must be included as may be necessary to make 
the required statements, in the light of the circumstances 
under which they are made, not misleading. 70/ In Se- 
curities Act Release No. 5170 (July 19, 1971), the Com- 
mission publicly announced that existing requirements 
for describing registrant's business in filings under the 
securities laws require disclosure of material legal pro- 
ceedings related to civil rights, any material sanctions 
imposed for violation of the nondiscrimination rules 

of any federal agency, and certain other material 
matters relating to equal employment. 


The petition states that the disclosure proposals therein 
“are designed to reflect increased investor concern that 
corporate and other investor-owned business should be 
conducted in a socially responsible manner.”” 71/ In the 
proceeding, as discussed supra, Section IV, those investor- 
participants who supported social disclosure were virtually 
unanimous in stating that such information is economi- 
cally significant. They argue that non-compliance with 
environmental, equal employment, or similar laws could 
lead to extensive corporate costs and liabilities; that the 
ability to avoid such problems provides an index to man- 
agement'’s overall quality; and that in the long run, cor- 
porate social responsibility determines the public relations 
and regulatory framework within which a company oper- 
ates. Relatively few investor-participants express interest 
on noneconomic grounds. To the extent that other indi- 
cations suggest the basis of investor interest, they seem 

of similar import. These considerations, however valid, 

do not persaude us that disclosure requirements regard- 
ing such matters should be judged by a different stand- 
ard than is applied to other matters of economic con- 
cern to investors. 


In the instant proceeding, over 100 different “social 
matters” were submitted in which “ethical” investors 
were said to be interested. 72/ As against this bewilder- 
ing array of special causes, it has been suggested that 
investors are at least entitled to information regarding 
matters which embody fundamental national social prin- 
ciples as reflected in federal legislation or court decisions. 
We believe that persuasive arguments can be made, how- 
ever, that a substantial amount of federal legislation to 
some extent embodies fundamental national social prin- 
ciples and, accordingly, many topics of social concern 
would remain. Thus, there is no distinguishing feature 
which would justify the singling out of equal employ- 
ment from among the myriad of other social matters in 
which investors may be interested in the absence of a 
specific mandate comparable to that of NEPA. Disclo- 
sure of comparable non-material information regarding 
each of these would in the aggregate make disclosure 
documents wholly unmanageable and would significant- 
ly increase the costs to all involved without, in our 
view, corresponding benefits to investors generally. 


In particular, we do not believe that any of the sug- 
gestions advanced zs to disclosure concerning non- 
material equal employment proceedings would provide 
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a useful reliable method by which to screen out actions 
which are without merit or to ascertain whether any 
damages sought have been substantially inflated. In any 
event, we believe that our present materiality standards 
regarding legal proceedings provide adequate informa- 
tion to meet the neeas of investors generally in this re- 
gard. 


It has been suggested, however, that the existence of 
imbalances in employment statistics, such as would 
be revealed in Forms EEO-1 filed by registrants, it- 
self constitutes some evidence of unlawful discrimina- 
tion and are thus economically material. The signifi- 
cance of this information in some cases does not per- 
suade us that all registrants should be required to dis- 
close employment statistics, particularly since their 
meaningful interpretation is dependent upon sophisti- 
cated analysis and other information such as the make- 
up of the available labor pools and existing hiring and 
promotion practices. 73/ 


The petition expressed a concern that corporations might 
mislead stockholders and others by making public state- 
ments in regard to “minority group or female employ- 
ment practices, without [revealing a] numerical or per- 
centage breakdown by job categories.” 74/ We are not 
persuaded that the possibility of such misleading state- 
ments by a few justifies a broad requirement for detail- 
ed disclosure by all. To the extent that there are employ- 
ment conditions that are materially adverse to the busi- 
ness of the registrant, disclosure would be called for 
under present requirements. 75/ In specific cases, the 
failure to make appropriate disclosures could be action- 
able by the Commission, depending upon the appropri- 
ate exercise of the Commission's prosecutorial discre- 
tion. In addition, if petitioners, or others, believe that 
in a particular instance these requirements are being 
violated, they may seek equitable relief or damages in 
court. Private civil actions based upon violations of 

the federal securities laws are a “necessary supple- 
ment” to the Commission’s own enforcement actions. 
J. 1. Case Co.v. Borak, 377 U.S. 426, 432 (1964). 


In view of the foregoing, the Commission has determined 
to deny again that portion of the petition which proposes 
that certain forms prescribed by the Commission be modi- 
fied to require disclosure of certain specific equal employ- 
ment information. We have also considered, and determin- 
ed not to adopt, other equal employment disclosure alter- 
natives brought to our attention in this proceeding and 
have determined not to propose at this time specific dis- 
closure requirements regarding the other areas of social 
concern. We will, of course, continue to reevaluate the 
need for such requirements from time to time. 


Vi. Rulemaking Proposals 


The amendments today proposed relate to certain regis- 
tration forms under the Securities Act of 1933 (“’Securi- 
ties Act’) and certain registration and reporting forms 
and rules 14a-3 and 14c-3 under the Securities Exchange 
Act of 1934 (“Exchange Act’) relating to the disclosure 
of environmental matters. Their explanation follows. 


A. General Purpose 
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If adopted, the proposed amendments would, where appli- 


cable, require a registrant to provide as an exhibit to 
certain documents filed with the Commission a list of the 
registrant's most recently filed environmental compliance 
reports which indicate that the registrant has not met, at 
any time within the previous twelve months, any appli- 
cable environmental standard established pursuant to a 
federal statute. In addition, the proposed amendments 
would, except for purposes of Forms 10 and 12 under the 
Exchange Act, require the registrant to undertake to pro- 
vide promptly copies of the reports listed, upon written 
request and the payment of a resonable fee for furnishing 
such reports. 


In addition, amendments are proposed to the descrip- 
tion of business items contained in certain registration 
and reporting forms which would require disclosure, if 
applicable, of material estimated capital expenditures 

for environmental control facilities for at least the remain- 
ing portion of the registrant’s current fiscal year and its 
succeeding fiscal year and such further periods as the re- 
gistrant may deem material. 


This release contains a brief synopsis of the proposals to 

assist in a better understanding of their provisions. How- 

ever, attention is directed to the proposals themselves for 
a more complete understanding. 


B. Synopsis of Proposals 


Proposed Aemdment of Instructions As to Exhibits of 
Forms S-1, S-2, S-7, and S-9 Under the Securities Act 
and Forms 10, 10-K, 12, and 12-K Under the Exchange 
Act. 


The Commission has concluded that information regard- 
ing the effects‘a company’s operations have on the en- 
vironment may be important to some investors if the 
information can be made available in a manageable form 
without substantial costs which outweigh the benefits 
to investors. The Commission therefore proposes to 
amend the Instructions as to Exhibits of the various re- 
gistration and reporting forms to include an additional 
instruction (referred to for purposes of this release as 
Instruction A) which would require the disclosure of 
certain environmental compliance information. The 
Commission is publishing Instruction A as a model, 
rather than publish each specific instruction, since the 
substance of the Instruction should provide an adequate 
basis for comment from interested persons. 


Instruction A requires a list of the registrant’s most re- 
cently filed environmental compliance reports which 
indicate that the registrant has not met, at any time 
within the previous 12 months, any applicable environ- 
mental standard established pursuant to any Federal 
statute. Authority to enforce certain federal statutes 
relating to the protection of the environment is dele- 
gated to state or local regulatory agencies. Reports 
filed with state or local agencies pursuant to such fed- 
eral authority are included in the scope of Instruction 
A. Also, Instruction A contemplates the disclosure of 
the most recent periodic compliance report, whether 
filed on an annual basis, quarterly basis, or ope: 
and any special compliance report. 
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in order to make the information presented more mean- 
ingful, Instruction A requires disclosure as to each report 
listed indicating the general nature of the standard ex- 
ceeded (e.g., air quality or water quality), the date of the 
report, and the name and address of the agency where the 
report was filed. In addition, other information necessary 
to sufficiently identify the report to enable an interested 
person to inspect or acquire such report from the respec- 
tive agency is required. Such information would include 
any special file or reference numbers used by a particu- 
lar agency, if known to the registrant. 


Proposed Amendments to Rules 14a-3 and 14c-3 Under 
the Exchange Act. 


In view of the Commission's opinion that the information 
contained in the reports required to be listed by Instruc- 
tion A may be important to some investors, it believes 
that such reports should be made reasonably available. 
The proposed amendments to Rules 14a-3 and 14c-3 
would require that there be included in management's 
proxy statement, information statement, or in the an- 
nual report to stockholders, an undertaking which in- 
dicates that the issuer has filed with the Commission as 
an exhibit to its annual report on Form 10-K or 12-K 
the information required by Instruction A and also 
states that the issuer will provide promptly copies of 

the reports listed pursuant to the Instruction to each 
person solicited or furnished an information statement 
upon written request and the payment of a reasonable 
fee. A note to the proposed amendments to Rules 

14a-3 and 14c-3 indicates that the issuer shall also 
provide promptly copies of the reports listed to any 
beneficial owner of its securities upon written request 
and the payment of a reasonable fee. 


Proposed Undertaking to Forms S-1, S-2, S-7 and S-9 
Under the Securities Act 


The Commission also proposes to amend Forms S-1, 
$2, S-7 and S-9 to include an additional undertaking 
(referred to for purposes of this release as Undertak- 
ing B) which would be required in the registration 
statement if the registrant is required to furnish the ex- 
hibit called for by Instruction A. 


Undertaking B would, in language essentially the same 
as that in the proposed amendment to Rules 14a-3 

and 14c-3, obligate the registrant to furnish promptly 
copies of those environmental compliance reports listed 
pursuant to Instruction A upon written request and the 
payment of a reasonable fee. The undertaking also pro- 
vides that the obligation to furnish copies is applicable 
to all requests received not later than 40 days after the 
effective date of the registration statement. 


Proposed Amendment to Forms S-1, S-2, S-7 and S-9 
Under the Securities Act and Forms 10, 10-K, 12 and 
12-K Under the Exchange Act to Require a Statement 
of the Nature and Availability of the Reports Listed 
Pursuant to Instruction A 


In order to bring to the attention of investors the infor- 
mation made available by the proposed amendments, 
the Commission proposes to adopt Instruction C which 


would require a statement in the various registration 
forms and reports specified above indicating that the 
registrant has filed as an exhibit with the Commission 
the information required by Instruction A. 


The statement required by Instruction C as proposed 
for Forms S-1, S-2, S-7, and S-9 would also indicate 
that the registrant will provide promptly copies of those 
environmental compliance reports listed pursuant to In- 
struction A to any interested person upon written re- 
quest received not later than 40 days after the effective 
date of the registration statement and the payment of 

a reasonable fee. A statement regarding the availability 
of the reports listed pursuant to the Instruction for 
Forms 10-K and 12-K is not necessary’ since adequate 
notice will be provided by the statement called for by 
the proposed amendments to Rules 14a-3 and 14c-3. 


Proposed Amendment to Forms S-1, S-2, S-7, and S-9 
Under the Securities Act and Forms 10 and 10-K, Under 
the Exchange Act to Require Disclosure Relating to the 
Material Effects of Environmental Compliance 


The proposed amendment to the appropriate Items and 
Instructions relating to environmental information is 
designed to provide more meaningful disclosure with 
respect to the material effects of compliance with Fed- 
eral, state or local environmental standards on the re- 
gistrant’s business and to make such disclosure more 
uniform among registrants. Specifically, the proposed 
amendment (referred to for purposes of this release 

as Item D) would require as part of the description of 
the registrant's business disclosure as to material esti- 
mated capital expenditures for environmental control 
facilities for at least the remainder of the registrant's 
current fiscal year and its succeeding fiscal year and 
such further periods as the registrant may deem ma- 
terial. 


It should be noted that the description of business in 
Form S-2 does not currently require disclosure of the 
effect of environmental compliance on the business 
conducted but is proposed to be amended to include 
such information. The Commission is only publishing 
item D as a model since the language of the amendment 
will be identical in each form or report. 


C. Operation of Proposals 


The Commission is mindful of the cost to registrants 
and others of its proposals and it recognizes its respon- 
sibilities to weigh with care the costs and benefits 
which result from its rules. Accordingly, the Com- 
mission specifically invites comments on the cost to 
registrants and others of the proposals published in 
this release, if adopted. 


Pursuant to Section 23(a)(2) of the Exchange Act the 
Commission has considered the impact that these pro- 
posals would have on competition and is not aware, 

at this time, of any burden that such rules, if adopted, 
would impose on competition not necessary or appro- 
priate in furtherance of the purposes of that Act. How- 
ever, the Commission specifically invites comment as 

to the competitive impact of these proposals, if adopted. 
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The Commission hereby proposes for comment (1) pro- 
posed amendments to Forms S-1, S-2, S-7, and S-9 pur- 
suant to Sections 7, 10 and 19(a) of the Securities Act 
and (2) proposed amendments to Rules 14a-3 and 14c-3 
and Forms 10, 10-K, 12 and 12-K pursuant to Sections 
12, 13, 14, 15(d) and 23(a) of the Exchange Act. 


All interested persons are invited to submit their views 
and comments on the foregoing proposals, in writing, 
to George A. Fitzsimmons, Secretary, Securities and 
Exchange Commission, Washington, D. C., 20549 on 
or before January 12, 1976. Such communications 
should refer to File No. S$7-593 and will be available 
for public inspection. The text of the proposed amend- 
ments to rules, forms and reports is set forth below. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ SEC File No. 4-179. 

2/ 389 F. Supp. at 693. In its unreported order accom- 
panying the opinion, the court provided that the rules 
promulgated in Release No. 5386 would “‘remain in 
effect pending further rulemaking action by the SEC.” 


3/ The Court's original order, dated December 9, 1974, 
directed the Commission to “take further rulemaking 
action” within 120 days. That order has been modified 
so that the Commission is now required, on or before 
October 14, 1975, to determine and publicly announce 
its conclusions respecting the proceeding announced in 
Securities Act Release No. 5569 (February 11, 1975), 
and the disclosure rules proposed as a result of that 
proceeding. 


4/ 389 F. Supp. at 701-702. 
5/ 40 Federal Register 7013 (February 18, 1975). 


6/ 6 SEC Docket 257 (February 25, 1975). The SEC 
Docket is a weekly compilation of the Commission’s 
releases and is available on a subscription basis from 
the Government Printing Office. The SEC Docket 
has approximately 6,500 subscribers. 


7/ These were the United States Army Corps of En- 
gineers; Council on Environmental Quality; Environ- 
mental Protection Agency; Equal Employment Oppor- 
tunity Commission; Labor Relations and Civil Rights 
Division of the Department of Labor; and Land and 
Natural Resources Division of the Department of 
Justice. 


8/ These were (1) Securities Exchange Act Release No. 
9822 (October 17, 1972), which invited comment on a 
rulemaking petition filed by Public Citizen, Inc. and 
others concerning contributions to segregated funds to 
be used by corporations for political purposes; and (2) 
Securities Exchange Act Release No. 9908 (December 
14, 1972), which invited comment on a rulemaking 
petition filed by the United Church of Christ and others 
concerning employment practices in the securities 
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industry. 
9/ 40 Federal Register 16375 (April 11, 1975). 


10/ The public file in this phase of the proceeding 
consists of the following subfiles: 


$7-551-1: Written comments received in response to 
Release No. 5569 and certain background information 
as described in that Release. 


S7-551-1A: Witnesses’ prepared statements and exhibits 
submitted at the public hearing. 


$7-551-1C: Correspondence in connection with the 
proceeding other than written comments. 


$7-551-1H: Transcripts of the public hearings. 


Other Commission public files which contain materials 
relevant to the issues in this proceeding include: 


S7-429: Written comment received in response to 
Release No. 5235, supra, concerning proposed environ- 
mental disclosure rules. 


4-150: Written comment received in response to Release 
No. 9822, supra note 8, concerning corporate political 
funds. 


4-160: Written comment received in response to Release 
No. 9908, supra note 8, concerning employment prac- 
tices in the securities industry. 


4-179: Natural Resources Defense Council rulemaking 
petition and materials related to the denial thereof. 


11/ 15 U.S.C. 77a et seg. The Act appears in the United 
States Code as 15 U.S.C. Section 77, the sections of the 
Act being identified by the letters a-bb rather than by 
the corresponding Arabic numbers. 


12/ 15 U.S.C. 78a et seg. The Act appears in the United 
States Code as 15 U.S.C. Section 78, the sections of the 
Act being identified by the letters a-jj rather than by the 
corresponding Arabic numbers. Recent amendments to 
the Securites Exchange Act, adopted this year in P.L. 
94-29, have not as yet been included in this codification. 


13/ The preamlbe to the Securities Exchange Act makes 
clear that the major purposes of that Act were “[t] o 
provide for the regulation of securities exchanges and of 
over-the-counter markets ... to prevent inequitable and 
unfair practices on such exchanges and markets, and for 
other purposes.”’ 


Section 2 of that Act states: “For the reasons hereinafter 


enumerated, transactions in securities as commonly 
conducted upon securities exchanges and over-the-coun- 
ter markets are affected with a national public interest 
which makes it necessary ... to require appropriate re- 
egg 


14/ S. Rep. No. 792, 73d Cong., 2d Sess. at 10 (1934). 


In 1964, the Securities Exchange Act was amended to 
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extend the reporting requirements to certain issuers, the 
securities of which were not traded on an exchange. 
Public Law No. 88-467 (Aug. 20, 1964), 78 Stat. 565. 
See 15 U.S.C. 787(g), 78m(a), 78n. 


Such disclosure is, of course, related to the other statutory 
objectives of controlling speculation and insider trading 
and of eliminating manipulation. As the House Report 
made clear: “There cannot be honest markets without 
honest publicity. Manipulation and dishonest practices 

of the market place thrive upon mystery and secrecy.” 


H.R. Rep. No. 1383, 73d Cong., 2d Sess. at 11 (1934). 
15/ H.R. Rep. No. 85, 73d Cong., 2st Sess. (1932) at 2. 
16/ /d. at 4. 


17/ The Commission’s rulemaking authority under Sec- 
tion 12(b) is limited to information “in respect of” 
certain enumerated items. 


18/ S. Rep. No. 792, supra note 14, até10 (emphasis 
added). 


19/ In National Association for the Advancement of 
Colored People v. Federal Power Commission, F.2d , 
No. 72-1959 (C.A.D.C., February 5, 1975), the Court 
of Appeals for the District of Columbia observed that 

in 1971 this Commission had issued a release which 
called attention to its then-existing disclosure require- 
ments regarding the pendency of civil rights proceed- 
ings which could affect a registrant’s business activities, 
and stated: “In thus acting, however, the SEC appears 
to us merely to have been fulfilling its proper role of 
seeing that investors are fully informed of circumstances 
which might bear on the financial prospects of securities- 
issuing corporations.” 


Slip Op. at 23-24. 


On the other hand, in the action out of which this pro- 
ceeding arose, Judge Richey stated: “There are many 
so-called ‘ethical investors’ in this country who want to 
invest their assets in firms which are concerned about 
and acting on environmental problems of the nation. 
This attitude may be based purely upon a concern for 
the environment; but it may also proceed from the re- 
cognition that awareness of and sensitivity to environ- 
mental problems is the mark of intelligent manage- 
ment. Whatever their motive, this Court is not prepared 
to say that they are not rational investors and that the 
information they seek is not material information with- 
in the meaning of the securities laws.” 


389 F. Supp. at 700 (dictum). 


20/ Securities and Exchange Commission v. Transamerica 
Corp., 163 F. 2d 511, 518 (C.A. 3, 1947) cert. denied, 
332 U.S. 847 (1947). See also, J. /. Case Co. v. Borak, 
377 U.S. 426, 431-32 (1964). 


21/ S. Rep. 792, supra note 14, at 12: “In order that 
the stockholder may have adequate knowledge as to the 
manner in which his interests are being served, it is essen- 


tial that he be enlightened not only as to the finan- 
cial condition of the corporation, but also as to the 
major questions of policy, which are decided at stock- 
holders’ meetings.” 


22/ H.R. Rep. 1383, supra note 14, at 13-14: “Fair 
corporate suffrage is an important right that should 
attach to every equity security bought on a public 
exchange .... Insiders have at times solicited proxies 
without fairly informing the stockholders of the pur- 
poses for which the proxies are to be used and have 
used such proxies to take from the stockholders for 
their own selfish advantage valuable property rights.”’ 


23/ The Commission’s organic statutes include: 
Securities Act of 1933, 15 U.S.C. 77a et seq. 

Securities Exchange Act of 1934, 15 U.S.C. 78a et seq. 
Public Utility Holding Company Act of 1935, 15 U.S.C. 
79 et seq. 

Trust Indenture Act of 1939, 15 U.S.C. 77aaa et seq. 
Investment Company Act of 1940, 15 U.S.C. 80a-1 

et seq. 

Investment Advisers Act of 1940, 15 U.S.C. 80b-1 

et seq. 


24/ The courts have repeatedly recognized broad discre- 
tion in the Commission to make determinations whether 
te take action and the form any action should take, de- 
pendent on its expertise in securities matters. See, e.g., 
Securities and Exchange Commission v. Chenery Corp., 
332 U.S. 194, 209 (1947): “The Commission’s con- 
clusion [regarding a reorganization plan under the Pub- 
lic Utility Holding Company Act] here rests squarely 

in that area where administrative judgments are entitled 
to the greatest amount of weight by appellate courts. 

It is the product of administrative experience, apprecia- 
tion of the complexities of the problem, realization of 
the statutory policies, and responsible treatment of the 
uncontested facts. It is the type of judgment which ad- 
ministrative agencies are best equipped to make and 
which justifies the use of the administrative process .... 
Whether we agree or disagree with the result reached, 

it is an allowable judgment which we cannot disturb.” 


25/ There are approximately 30 million United States 
investors holding approximately $660 billion in com- 

mon and preferred stock, exclusive of investment company 
shares. See notes 48 and 50, supra. 


26/ If the Commission were required to promulgate rules 
by plebiscite at the behest of any member of the public, 
its functions would be purely ministerial, a result clearly 
not intended by Congress in 1934 or in 1975 when it 

last reviewed the workings of the Commission and the 
securities laws. 


27/ For example, certain persons submitted for staff ex- 
amination environmental impact statements prepared in 
connection with corporate projects in which there was 
federal involvement. These documents appeared to con- 
tain a wealth of environmentally significant information 
and typically consisted of several volumes containing 
many thousands of pages. If comparable material were 
to be added to registration statements, it would dwarf 
the disclosure which the Commission presently requires. 
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28/ National Association for the Advancement of 
Colored People v. Federal Power Co:nmission, F.2d , 
(C.A.D.C., No. 72-1959, February 5, 1975). 


29/ In this vein, in cases arising under the Public Utility 
Holding Company Act of 1935, the courts repeatedly have 
held that “[w] ords like ‘public interest’ and the interest of 
‘investors or consumers,’ though of wide generality, take 
their meaning and definition from the substantive purposes 
of the Act.” 


Alabama Electric Cooperative, Inc. v. Securities and Ex- 
change Commission, 353 F.2d 905, 907 (C.A.D.C., 
1965). See City of Lafayette v. Securities and Exchange 
Commission, 454 F.2d 941 (C.A.D.C., 1971). See also, 
American Sumatra Tobacco Corp. v. Securities and Ex- 
change Commission, 110 F.2d 117, 121 (C.A.D.C., 1940) 
(Securities Exchange Act). 


30/ To the extent that a Commission decision on a dis- 
closure issue is reviewable at all, review is limited to 
whether the decision was procedurally in conformity 
with the Administrative Procedure Act and whether 
the decision was arbitrary, capricious. or otherwise 
abusive of the Commission’s broad discretion in this 
area. 5 U.S.C. 706. 


31/ Administrative Procedure Act: Legislative History, 
S. Doc. No. 248, 79th Cong., 2d Sess., at 275 (Report of 
the House Committee on the Judiciary) (1946). 

32/ Id. at 212 (Senate Judiciary Committee Report). 


33/ Calvert Cliffs’ Coordinating Committee v. Atomic 


Energy Commission, 449 F.2d 1109, 1112 (C.A.D.C., 1971). 


34/ Some clarification will undoubtedly result when 
Gifford-Hill & Co., Inc. v. Federal Trade Commission, 
389 F. Supp. 167 (D.D.C., 1974), is resolved on appeal 
(C.A.D.C., No. 74-2024) or if the Supreme Court grants 
certiorari in Scenic Rivers Association of Oklahoma v. 
Lynn, F.2d _ , Nos. 74-1520 and 74-1750 (C.A. 10, 
July 30, 1975) and considers the merits of that case. 


35/ We reject the proposition, advanced in this proceed- 
ing, that Section 102(2)(F) of NEPA, which directs 
agencies to make information publicly available which 
is “‘useful in restoring, maintaining, and enhancing the 
quality of the environment,” requires or permits the 
Commission to collect such information from issuers 
of securities for the sole purpose of making it available 
to the public and other agencies. The legislative history 
of NEPA makes it clear that the provisions of that Sec- 
tion relate to information developed in the course of 
agency activities undertaken within organic authority. 
It does not, in the Commission’s view, authorize the 
collection of corporate information unrelated to in- 
vestor protection solely for the purpose of dissemina- 
tion. See e.g., 115 Cong. Rec. 40420 (December 20, 
1969). 


36/ H.R. Rep. No. 91-765, 91st Cong., 1st Sess. at 10 
(1969) (emphasis added). The analysis of conference 
committee changes to S. 1075 (the bill which ultimately 
became NEPA) was inserted in the Congressional Re- 
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cord during Senate debate. It states that section 102 was 
“designed to assure consideration of environmental 
matters by all agencies in their planning and decision 
making — especially those agencies who now have little 
or no legislative authority to take environmental con- 
siderations into account.” 


115 Cong. Rec. 40418 (December 20, 1969) (emphasis 
added). 


37/ 115 Cong. Rec. 40926 (December 22, 1969) 
(emphasis added). 


38/ In Gage, the question involved was whether the 
Atomic Energy Commission has authority to preclude 
acquisition of land by regulatees in contemplation of 
power plant construction but prior to obtaining a con- 
struction permit from that agency. 


39/ It is suggested in Calvert Cliffs’ Coordinating Com- 
mittee v. Atomic Energy Commission, 449 F.2d 1109, 
1112 (C.A.D.C., 1971), that a major impetus for the 
language of Section 102(1) was the holding in State of 
New Hampshire v. Atomic Energy Commission, 406 
F.2d 170 (C.A. 1, 1969), that consideration by the 
Atomic Energy Commission of the non-radiological 
impact of power plants which it might license was 
outside the scope of its authority to consider public 
“health and safety.” Significantly, only consideration 
of environmental values within the scope of that Com- 
mission’s traditional licensing function was involved 
there. 


40/ H.R. Rep. No. 91-765, supra note 37, at 10 (em- 
phasis added). 


41/ See Movement Against Destruction v. Volpe, 361 

F. Supp. 1360, 1383 (D. Md., 1973) (“Despite the 
breadth of the NEPA, its application is only to the 
decisionmaking processes of the Federal government.”’); 
Carolina Action v. Simon, 389 F. Supp. 1244 (M.D.N.C., 
1975), affirmed, F.2d , No. 75-1253 (C.A. 4, June 
25, 1975) (NEPA is inapplicable to federal disburse- 
ments of general revenue sharing funds despite environ- 
mental impact of state use of such funds); Civic /mprove- 
ment Committee v. Volpe, 459 F. 2d 957, 958 (C.A. 

4, 1972) (‘Despite the breadth of the NEPA we think 
there are doubtless local projects that may be destruc- 
tive of environmental assets that are not within the 
ambit of protection of the Act.”’); United States v. 
Stoeco Homes, Inc., 498 F. 2d 597, 607 (C.A. 3, 1974) 
(NEPA does not apply to state or private activities). 


42/ Calvert Cliffs’ Coordinating Committee v. Atomic 
Energy Commission, 449 F. 2d 1109, 1112 (C.A.D.C., 
1971). 


43/ Natural Resources Defense Council, Inc. v. Securities 
and Exchange Commission, 389 F. Supp. 689, 701 
(D.D.C., 1974). There is a recognized distinction, how- 
ever, between the requirement that a “‘concise general 
statement ... of basis and purpose” accompany rules 
adopted by an agency, 5 U.S.C. 553(c), and the require- 
ment that “a brief statement of reasons” accompany 

the denial of a petition for rulemaking, 5 U.S.C. 555(e). 
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The latter is, with minor exceptions, unreviewable. See 
dministrative Procedure Act: Legislative History, 
supra note 32, at 201 (Senate Judiciary Committee Re- 


port). t 


44/ The Commission could presumably attempt to de- 
velop its own environmental guidelines and standards in 
order to eliminate these difficulties. As difficult as it is 
to accept this type of reasoning, it follows from the ex- 
cessively broad and overly-literal approach urged upon 
us and the district court by the Natural Resources De- 
fense Council. Of course, the costs involved in any such 
undertaking would be prohibitive. Moreover, in light 
of the Congressional delegation of responsibility in this 
area to the Environmental Protection Agency and the 
Council on Environmental Quality, any such effort on 
our part would be duplicative and of questionable pro- 
priety. 


45/ The history of the Federal Water Pollution Control 
Act, 33 U.S.C. 1251 et seq. provides an example of this 
process of expansion. The initial enactment, the Water 
Pollution Control Act of 1948, 62 Stat. 1155, has 
undergone significant enlargement through amendments 
in 1956 (the Water Pollution Control Act Amendments 
of 1956, 70 Stat. 498), 1965 (the Water Quality Act of 
1965, 79 Stat. 903), 1970 (the Water Quality Improve- 
ment Act of 1970, 84 Stat. 91) and, most comprehen- 
sively, in 1972 (the Federal Water Pollution Control 
Act Amendments of 1972, 86 Stat. 816). 


46/ Rule 405/7) under the Securities Act of 1933 pro- 
vides: ‘The term ‘material,’ when used to qualify a 
requirement for the furnishing of information as to any 
subject, limits the information required to those matters 
as to which an average prudent investor ought reason- 
ably to be informed before purchasing the security re- 
gistered.”” 


Rule 408 provides: “In addition to the information ex- 
pressly required to be included in a registration state- 
ment, there shall be added such further material infor- 
mation, if any, as may be necessary to make the required 
statements, in the light of the circumstances under which 
they are made, not misleading.” 





Rule 12b-20 under the Securities Exchange Act of 1934 
is worded substantially the same as Rule 408 above. 


Rule 14a-9(a) provides: “No solicitation subject to this 
regulation shall be made by means of any proxy state- 
ment, form of proxy, notice of meeting or other com- 
munication, written or oral, containing any statement 
which, at the time and in the light of the circumstances 
under which it is made, is false or misleading with respect 
to any material fact, or which omits to state any material 
fact necessary in order to make the statements therein 
not false or misleading or necessary to correct any state- 
ment in any earlier communication with respect to the 
solicitation of a proxy for the same meeting or subject 
matter which has become false or misleading.” 


t J 47/ The Commission has provided, for the court’s con- 
venience, a copy of certain analyses of the proceeding 
prepared by the staff to assist us in reviewing the 


various submissions. We point out, however, that the actual 
submissions received in the proceeding, and not these staff 
analyses, form the basis of the Commission’s conclusions 
described herein. 


48/ See testimony of the National Investor Relations In- 
stitute, May 13, 1975, Transcript at 2454. 


49/ The holdings represented investments of approximate- 
ly seven foundations, 22 religious institutions, 11 edu- 
cational institutions, two mutual funds, five environ- 
mental groups, 37 individual investors, and one state, 
Minnesota, which holds primarily short-term notes. 


50/ See Division of Research and Statistics, Federal 
Reserve System, Flow of Funds, Assets and Liabilities 
Outstanding 1974, (May 1975). Based upon that study, 
at year end 1974 approximately $660 billion in common 
and preferred stock (exclusive of open-end investment 
company shares) and approximately $290 billion in 
corporate bonds were held in the United States. 


51/ Both participated in the proceeding. 
52/ Flow of Funds, Assets and Liabilities, supra note 50. 


53/ Investment Company Institute, Corporate Re- 
sponsibility and Mutual Funds (undated), submitted 
as an exhibit during the testimony of Central Presby- 
terian Church, New York; File S7-551-1A at tab 20. 


54/ Executive Committee of the Trust Division of the 
American Bankers Association, Statement of Principles 
for the Guidance of Bank Fiduciaries in Dealing with 
Issues of Corporate Social Responsibility, (February 4, 
1973); File S7-551-1 at 1775. 


55/ Letter dated May 13, 1975 from Theodore R. 
Lilley, President of Financia! Analysts Federation, to 
George A. Fitzsimmons, Secretary, Securities and Ex- 
change Commission; File $7-551-1 at 3173. 


56/ B. Longstreth & H. Rosenbloom, Corporate 
Social Responsibility and the Institutional Investor — 
A Report to the Ford Foundation (1973) [herein- 
after the Ford Report] . Many participants in the 
proceeding cited the result of the Ford Foundation 
survey as evidence that there was substantial interest 
in obtaining and using social information among in- 
stitutional investors. 


J. Simon, C. Powers & J. Gunneman, The Ethical 
Investor, Universities and Corporate Responsibility 
(1972), was also relied on by disclosure proponents 
as evidence of investor interest. It should be noted, 
however, that that work reports primarily the opin- 
ions of its authors and is not based on any survey 
or study of investors. 


57/ They include Catholic Church Investment for 
Corporate Socia! Responsibility; Council on Economic 
Priorities; New York Forum for Investment Responsi- 
bility; INFORM; Interfaith Center for Corporate Re- 
sponsibility; and Investor Responsibility Research 
Center, Inc. 
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58/ J. Corson & G. Steiner, Measuring Business‘s 
Social Performance: The Corporate Social Audit 

at 24 (1974). Comment received from a number of 
Participants also revealed that the accounting pro- 
fession is devoting substantial efforts to development 
of techniques for measurement of social factors. 


59/ See notes 5-10 supra and accompanying text. 


60/ In National Association for the Advancement of 
Colored People v. Federal Power Commission, F.2d 


No. 75-1959 (C.A.D.C., 1975), the court acknowledged: 


“In the long run, after all, the most efficient, lowest- 
cost production and distribution of electricity and 
natural gas will be that which is conducted in compli- 
ance with the laws, employment discrimination laws 
and other laws alike.” 


Slip Op. at 26. 
61/ See notes 53-55 supra. 
62/ See note 56 supra. 


63/ See e.g., Corporate Responsibility and Mutual 
Funds, supra note 53 and Statement of Principles for 
the Guidance of Bank Fiduciaries, supra note 54. 


64/ Significantly, the Council on Environmental 
Quality is among those who advance this proposition. 


65/ Disclosure to Investors, A Reappraisal of Ad- 
ministrative Policy under the 1933 and 1934 Acts 
(1969) at 50-51 (footnotes omitted). 


66/ Petition at 5; File No. 4-179. The petition would 
make this requirement applicable only to registrants 
which must file form EEQO-1 with the Equal Employ- 
ment Opportunity Commission, and which “make 
disclosures in reports to stockholders or employees 

or other public announcements ... as to their hiring 

of minority group or female employees.” Petition at 
5. However, in its Statement of April 10, 1975, at 6GA- 
7A (File No. $7-551-1A at tab 1), in this proceeding, 
the Natural Resources Defense Council restated its 
proposal in a form which would require all registrants 
obligated to file EEO-1 Employer Information reports 
with the EEOC to disclose the EEO-1 statistics in Se- 
curities Act and Securities Exchange Act filings. 


67/ Petition at 6-7. 


68/ Letter dated December 22, 1971, from Ronald 
F. Hunt, Secretary, Securities and Exchange Commis- 
sion, to the Project on Corporate Responsibility and 
the Natural Resources Defense Council. The letter has 
been placed in File 4-179. ; 


69/ Securities Act Release No. 5569 (February 11, 
1975) at 5-6. 


70/ Rule 408 under the Securities Act, 17 CFR 
230.408; and Rules 12b-20 and 14a-9(a) under the 
Securities Exchange Act, 17 CFR 240.12b-20 and 
240.14a-9(a). 
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71/ Petition at 2-3. 


72/ These include: advertising practices; all advertising 
costs; ““false’’ advertising; contract disputes; patent 
disputes; compliance with antitrust laws; limitations on 
competition; concentration in an industry; consumer pro- 
tection activities and consumer affairs posture; any ac- 
tivities likely to lead to litigation; all litigation (issues, 
disposition); all litigation but for that settled or dismissed 
without “conformance of corporate activities to the sub- 
stance of the complaint; degree of compliance with appli- 
cable regulations; all government hearings; all agency ac- 
tions; a textual summary of agency actions; charitable 
contributions; company activities undertaken without a 
goal of profit maximization; community activities; 
commitment to the “human community”; corporate 
external relations; “good things a company has done”; 
financial practices; energy conservation; distribution of 
resources; investment practices; marketing practices; 
pricing practices; expenditures in the land grant college 
system; receipt of federal subsidies; corporate practices 
that are damaging to “interests of other investors,” the 
“overall economy,” or to “property”; biographical in- 
formation, including race and sex, regarding directors; 
interlocking directorates; the existence of a corporate 
environmental department; control within a corpora- 
tion; the role of the board of directors; all subsidiaries; 
all benefits received by directors; ‘““commerciogenic” 
malnutrition; food production; in-house nutritional re- 
search; registrant’s impact on the world food crisis; 


contractual commitments to purchase crops; a division-by- 


division breakdown of the number of employees in agri- 
business companies; foreign investments; nature of oper- 
ations in South Africa; U.S.-Soviet trade; marketing 
efforts of drug companies outside the U.S.; employment 
practices in foreign facilities; registrant's participation 

in the “flight of companies making hazardous goods to 
foreign countries”’; registrant’s participation in the Arab 
boycott; exports; products made in foreign countries; 
foreign military goods contracts; foreign beneficial 
ownership; purchases from,and sales to, communist 
countries; activities which would be illegal in the U.S. 
but which are conducted abroad; registrant’s impact on 
unemployment; compliance with the Fair Labor Stand- 
ards, the Occupational Safety and Health, and the Na- 
tional Labor Relations Acts; health hazards in plants; 
health standards; effects on the unionized work force 

of company policies and technology; employee rela- 
tions other than wages, hours, and working conditions; 
the psychological work environment; pension and 
health protection; management opportunities for women 
and minorities; the costs of giving “preferential treat- 
ment’”’ to blacks and females; safety records; employee 
training and education; employee benefits, relations 

and satisfactions; discrimination against persons less 
than six feet tall; lobbying efforts; political influence; 
political contributions; all products by brand name; 

all product lines; product-by-product financial state- 
ments; product purity (recalls, reasons for corrective 
action); toxic substances produced; product reliability; 
customer complaints; tobacco products manufactured; 
alcoholic beverages produced; gambling equipment 
manufactured; strip mining; defense contracts and 
military goods produced; nuclear energy production; 
banking operations; with respect to agricultural machinery 
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companies, manpower displacement research; tax loop- 
hole savings; tax law compliance; all state and federal 
tax returns; all tax disputes; beneficial ownership; 
racial justice; prospective legislation; and the willing- 
ness to disclose corporate information to shareholders. 


73/ Substantial questions have been raised in the pro- 
ceeding regarding the propriety of the Commission’s 
requiring disclosure of Forms EEO-1 filed by regis- 
trants with the Equal Employment Opportunity Com- 
mission. Officers and employees of that Commission 
are specifically prohibited by statute from making any 
information obtained under its statutory authority 
public prior to the instituion of a proceeding involving 
such information. 42 U.S.C. 2000e-8(e). In addition, 
it is claimed that disclosure of this information would 
reveal trade secrets or otherwise confidential commer- 
cial or financial information. In light of our views, 
generally, we have not found it necessary to consider 
these issues. 


74/ Petition at 4. 


75/ See Rule 408 under the Securities Act, 17 CFR 
230.408 and Rules 12b-20 and 14a-9(a) under the 
Securities Exchange Act, 17 CFR 240.12b-20 and 240. 
14a-9(a). 


TEXT OF PROPOSED AMENDMENTS TO RULES AND 
FORMS 


Insturction “A” As to Exhibits (Forms S-1, S-2, S-7, 
and S-9 Under the Securities Act and Forms 10, 
10-K, 12 and 12-K Under the Exchange Act 


A list of the registrant’s most recently filed environ- 
mental compliance reports which indicate that the 
registrant has not met, at any time within the past 

12 months, any applicable environmental standard 
established pursuant to any Federal statute and setting 
forth as to each such report (1) the general nature of 
the environmental standard involved (e.g., air quality 
or water quality); (2) the identity and address of the 
person with whom the report was filed; (3) the date 
of the report; and (4) any other information necessary 
to sufficiently identify the report to enable an inter- 
ested party to inspect or acquire the report from the 
recipient agency. 


Proposed Amendment to Rule 14a-3 
(a) [no change] 
(b) (1)-(8) [no change] 

(9) (a) [Former paragraph (9)] 


(b) If applicable, Management's proxy statement, 
or the report, shall contain an undertaking in bold face 
or otherwise reasonably prominent type stating that 
the issuer has filed with the Commission as an exhibit 
to its current annual report on Form 10-K or 12-K a 
list of the issuer’s most recently filed environmental 
compliance reports which indicate that the issuer has 


not met, at‘any time within the past 12 months, any 
environmental standard established pursuant to any 
Federal statute; and also stating that the issuer will 
provide promptly, upon written request, copies of the 
reports so listed to each person solicited upon the pay- 
ment of a reasonable fee which shall be limited to the 
issuer’s reasonable expenses in furnishing such reports. 
Such undertaking shall indicate the name and address 
of the person to whom such a written request is to be 
directed. 


NOTE: Pursuant to the undertaking required 

by the above subparagraph, the issuer shall furnish 
promptly copies of the reports listed to a benefi- 
cial owner of its securities upon receipt of written 
request and payment of the specified fee from such 
person. Each request must set forth a good-faith 
representation that, as of the record date for the 
annual meeting of the issuer’s security holders, the 
person making the request was a beneficial owner 
of securities entitled to vote at such meeting. 


Proposed Amendment to Rule 14c-3 
(a) (1)-(8) [no change] 
(9) (a) [Former paragraph (9)] 


(b) If applicable, the information statement, or the 
report, shall contain an undertaking in bold face or 
otherwise reasonably prominent type stating that the 
issuer has filed with the Commission as an exhibit to its 
current annual report on Form 10-K or 12-K a list of 
the issuer’s most recently filed environmental compli- 
ance reports which indicate that the issuer has not met, 
at any time within the past 12 months, any environ- 
mental standard established pursuant to any Federal 
statute and also stating that the issuer will provide 
promptly, upon written request, copies of the reports 
listed to each person furnished an information state- 
ment upon the payment of a reasonable fee which shall 
be limited to the issuer’s reasonable expenses in fur- 
nishing such reports. Such undertaking shall indicate 
the name and address of the person to whom such a 
written request is to be directed. 


NOTE: Pursuant to the undertaking required by 
the above subparagraph, the issuer shall furnish 
promptly copies of the reports listed to a bene- 
ficial owner of its securities upon receipt of 
written request and payment of the specified 

fee from such person. Each request must set 
forth a good-faith representation that, as of the 
record date for the annual meeting of the issuer’s 
security holders, the person making the request 
was a beneficial owner of securities entitled to 
vote at such meeting. 


Undertaking B {Forms S-1, S-2, S-7, and S-9 Under the 
Securities Act) 


The following undertaking shall be included in the 
registration statement if the registrant is required to 
furnish the list called for by Instruction A of Instruc- 
tions As To Exhibits: 
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The undersigned registrant hereby undertakes upon 
written request received not later than 40 days after 

the effective date of the registration statement to 
provide promptly copies of those environmental reports 
listed as an exhibit pursuant to Instruction A of Instruc- 
tions As To Exhibits, upon the payment of a reasonable 
fee which shall be limited to the registrant's reasonable 
expense in furnishing such reports. 


Instruction C (To be appropriately included in Forms 
S-1, S-2, S-7, and S-9 Under the Securities Act 


If the registrant has filed an exhibit to the registration 
statement pursuant to Instruction A, a statement shall 
be provided in the prospectus indicating that the regis- 
trant has filed as an exhibit to the registration state- 
ment a list of the issuer’s most recently filed environ- 
mental compliance reports which indicate that the issuer 
has not met, at any time within the past 12 months, any 
applicable environmental standard established pursuant 
to any Federal statute. The statement shall also indicate 
that the registrant will provide promptly copies of the 
reports listed to any interested person, upon written 
request, received not later than 40 days after the effec- 
tive date of the registration statement and the payment 
of a reasonable fee which is limited to the registrant's 
reasonable expense in furnishing such reports. 


Instruction C (To be appropirately included in Forms 
10, 10-K, 12, and 12-K under the Exchange Act 


tf the registrant has filed an exhibit to this report pur- 
suant to Instruction A, a statement shall be provided 
in the report indicating that the registrant has filed as 
an exhibit to the report a list of the issuer’s most 
recently filed environmental compliance reports which 
indicate that the issuer has not met, at any time within 
the past 12 months, any applicable environmental 
standard established pursuant to any Federal statute. 


Item D (To be appropriately included in Forms S-1, 
S-2, S-7, and S-9 under the Securities Act and Forms 
10 and 10-k under the Exchange Act) 


Appropriate disclosure shal! also be made as to the 
material effects that compliance with Federal, State and 
local provisions which have been enacted or adopted 
regulating the discharge of materials into the environ- 
ment, or otherwise relating to the protection of the 
environment, may have upon the capital expenditures, 
earnings and competitive position of the registrant and 
its subsidiaries. Registrant shall dislcose any material 
estimated capital expenditures for environmental con- 
trol facilities for the remainder of its current fiscal 
year and its succeeding fiscal year; and such further 
periods as the registrant may deem material. 
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SECURITIES ACT OF 1933 
Release No. 5628/October 15, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11736/October 15, 1975 


ACCOUNTING SERIES 
Release No. 179/October 15, 1975 


Admin. Proc. File No. 3-4574 


In the Matter of 


THOMAS R. MATHEWS 
2708 Werkcastle Lane 
Cincinnati, Ohio 


ORDER SUSPENDING ACCOUNTANT FROM 
APPEARANCE OR PRACTICE BEFORE THE 
COMMISSION 


On October 31, 1974, an order was entered by the 
Commission pursuant to Rule 2(e)(3) of the Rules 

of Practice temporarily suspending respondent 
Thomas R. Mathews, a certified public accountant, 
from appearing or practicing before the Commission. 
These proceedings were instituted pursuant to respond- 
ent’s petition to lift the temporary suspension. See 
Rule 2(e)(3)(ii) of the Rules of Practice. 


The Commission’s order of October 31, 1974, was 
based on the fact that inSEC v. Harold L. Fisher, 

et al., S.D. Ohio, Civil Action File No. 8876, 
respondent had previously consented, without ad- 
mitting or denying any of the allegations of the 
Commission’s complaint, to the entry of an order 
permanently enjoining him from further violations 

of Section 17(a) of the Securities Act of 1933, and 
Section 10(b) of the Securities Exchange Act of 1934 
and Rule 10b-5 thereunder. The complaint alleged 
that Harmony Loan Company (“Harmony”), a small 
loan and consumer finance company incorporated in 
Kentucky, was the subject of a fraudulent scheme 
whereby control of the company was transferred in 
October 1971. In this transaction, the sellers received 
valuable corporate assets which the purchasers replaced 
on the books of the company with certain grossly 
overvalued assets. After the transfer of control, the 
company, in February 1972, began selling a new issue 
of debentures to the public by means of a prospectus 
filed with the State of Kentucky which contained false 
and misleading statements of and omitted to state ma- 
terial facts. Over $110,000 was obtained from invest- 
ors before the Kentucky Securities Division suspended 
sales on March 13, 1972. 


The Commission’s complaint alleged that respondent 
performed accounting services for Harmony. In No- 
vember 1971, he was responsible for making certain 
entries on Harmony’s books in order to conceal the 
method by which control of Harmony had been trans- 
ferred. These entries were made with the knowledge 
and expectation that they would be reflected in fi- 
nancial statements prepared for the company which 
would be distributed to the investing public. The 
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entries also concealed the fact that as of October 31, 
1971, Harmony was insolvent. 


According to the Commission’s complaint, respondent 
was responsible for making the following entries, which 
were reflected in financial statements prepared for the 
company as of October 31, 1971: 


(1) Certain revenue bonds transferred to Harmony 

were recorded as ‘‘Marketable Securities” at their face 
value of $341,000, when in fact there was no market 

for the bonds and their original cost was only $132,000. 
At the same time, “appraisal surplus” was falsely record- 
ed on the books to reflect the difference between the 
cost of the revenue bonds and the valuation placed upon 
them as a current asset of Harmony. 


(2) The interest on the bonds was recorded as an asset 
entitled ‘““Accrued Interest Receivable—Marketable 
Securities” despite the fact that interest on the bonds 
had been in default for almost two years. 


(3) Treasury stock was improperly recorded on Har- 
mony’s books as an asset in the amount of $226,520 

in order to inflate the value of Harmony’s assets. The 
recordation of treasury stock as an asset under such 
circumstances was not in accord with generaly accepted 
accounting principles. See, e.g., Rule 3-14 of Regula- 
tion S-X. 


In the opinion of the Commission, the primary purpose 
and effect of the foregoing entries was to conceal the 
looting of valuable corporate assets from Harmony. 
The financial statements of October 31, 1971 were in- 
cluded in a prospectus filed with the State of Ken- 
tucky. In that prospectus, these unaudited financial 
statements were referred to as having been prepared 
by respondent’s firm. As noted above, in February 
and March, 1972, Harmony was selling a new issue of 
its debentures to the public by means of this prospec- 
tus. 


It appears to the Commission that due to his prior 
association with Harmony, respondent knew that 
Harmony had on several occasions obtained money 
from the public by sale of its securities and would 
continue to do so and that in the offer and sale of 
such securities, prospectuses would be used which 
contained financial statements reflecting his entries 
on the books of the company. In these circumstances, 
respondent is responsible for the violations of the 
antifraud provisions of the federal securities laws re- 
sulting from such entries. 1/ 


Since these proceedings were instituted, respondent, 
solely for the purpose of settling this matter, and 
without admitting or denying any of the allegations 
of the Commission’s complaint, or the findings or 
conclusions herein, has submitted an offer of settle- 
ment consenting to the order set forth below, which 
the Commission has determined to accept. On the 
basis of respondent's offer of settlement, it is 


ORDERED that Thomas R. Mathews be, and he hereby 
is, suspended from appearing or practicing before the 


Commission; and it is further 


ORDERED that on and after October 30, 1977, Mathews 
shall have the right to apply for reinstatement of his 
privilege to appear and practice, and any such applica- 
tion shall be granted if supported by a showing that: 


(A) Mathews has enrolled in and attended a total of 
100 or more hours of professional seminars or college 
courses dealing with the registration and disclosure re- 
quirements of the federal securities laws and generally 
accepted accounting principles and auditing standards, 
during the period of his suspension, and 


(B) Nothing has occurred during the suspension period 
that would be a basis for adverse action against Mathews 
under Rule 2(e). 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ The financial statements prepared for Harmony 
were unaudited. According to the American Institute 
of Certified Public Accountants’ Committee on Audit- 
ing Procedure Statement on Auditing Standards, 
§516.01 (see prior Statement on Auditing Procedure 
No. 38): 


This type of an engagement is an accounting 
service as distinguished from an examination 
of financial statements in accordance with 
generally accepted auditing standards. *** 
[T] he [unaudited financial] statements are 
representations of management, and the fair- 
ness of their representations is management's 
responsibility. 


However, the Commission believes an accountant is not 
excused from compliance with generally accepted ac- 
counting principles merely because he does not express 
an opinion with respect to representations contained in 
financial statements. Section 516.03 of Statement on 
Auditing Standards, supra, makes it clear that the Cer- 
tified Public Accountant is “associated with” unaudited 
financial statements in a situation such as this. In such 
cases, Section 516.04 requires the practitioner to dis- 
claim an opinion on such financial statements with which 
he is associated. 


See also, Opinion No. 8 of the Committee on Professional 
Ethics of the American Institute of Certified Public Ac- 
countants (entitled: “Denial of the Opinion Does Not 
Discharge Responsibility in All Cases’). In that Opinion, 
the Committee stated: 


In a circumstance where a member believes the 
financial statements are false or misleading as a 
whole or in any significant respect, it is the opin- 

ion of the committee that he should require ad- 
justments of the accounts or adequate disclosure 

of the facts, as the case may be, and failing this 

the independent accountant should refuse to 

permit his name to be associated with the statements 
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SECURITIES ACT OF 1933 
Release No. 5629/October 15, 1975 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11740/October 15, 1975 


Admin. Proc. File No. 3-4736 


In the Matter of 


DAVID G. LEAVERTON 
San Diego, California 


ORDER INSTITUTING PROCEEDINGS AND BARRING 
FROM PRACTICE BEFORE THE COMMISSION 


David G. Leaverton, a California lawyer, was advised 
by our staff that he would probably be named as a de- 
fendant in a proposed injunctive action. 1/ For the 
sole purpose of settlement, and without admitting 

or denying any facts, Leaverton consented to the in- 
stitution of proceedings under Rule 2(e) of the Com- 
mission’s Rules of Practice, to the finding made be- 
low and to an order barring him from practice before 
the Commission. The Commission has determined to 
accept his offer. 2/ 


Accordingly, 1T iS ORDERED that proceedings be, 
and they hereby are, instituted against David G. 
Leaverton, pursuant to Rule 2(e) of the Commission’s 
Rules of Practice. 


Based on Leaverton’s offer of settlement, it is found 
that his conduct as U. S. Financial, Inc.’s counsel 
was improper. 


Accordingly, IT iS ORDERED that David G. Leaver- 
ton be, and he hereby is, permanently disqualified 
from appearing or practicing before this Commission. 


For the Commission by the Office of Opinions and 
Review, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ SEC v. U.S. Financial, Inc. 74 Civ. 92-S (S.D. Cal. 
1974). See also Touche, Ross & Co., Securities Act 
Release No. 5459 (February 25, 1974), 3 SEC Docket 
594. 


2/ Subsequent to his offer of settlement, Leaverton 
pled nolo contendere in the United States District 
Court for the Southern District of California to one 
count each of mail fraud and filing false reports with 
the Commission. He was sentenced to two years in 
prison. By virtue of that conviction, he is automati- 
cally suspended from practice before the Commis- 
sion. See Rule 2(e)(2). 


62/SEC DOCKET 








SECURITIES EXCHANGE ACT 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11671A/October 14, 1975 


ERRATUM 


In the October 7, 1975 SEC Docket (Release 34-11671), 
it was inadvertently reported that an order had been 
issued granting the application of the PBW Stock Ex- 
change, Inc. for unlisted trading privileges in the com- 
mon stock of National Patent Development Corpora- 
tion. The announcement should have read “a notice 
has been issued giving interested persons until 
October 5, 1975 to request a hearing on the applica- 
tion of the PBW Stock Exchange, Inc. for unlisted 
trading privileges in the common stock of National 
Patent Development Corp.” 





SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 11720/October 9, 1975 


NOTICE OF FILING OF PROPOSED RULE CHANGES 


BY CHICAGO BOARD OPTIONS EXCHANGE, INCOR- 


PORATED 
(File No. SR-CBOE-75-4) 


The Chicago Board Options Exchange, Incorporated 
(“CBOE”) submitted on October 3, 1975, a proposed 
rule change under Rule 19b-4 to expand the number 
of underlying stocks on which it could approve call 
options for CBOE trading from the current number 
of 80 to between 90 and 100. 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 
13, 1975. In order to assist the Commission to deter- 
mine whether to approve the proposed rule change 

or institute proceedings to determine whether the pro- 
posed rule change should be disapproved, interested 
Persons are invited to submit written data, views and 
arguments concerning the submission within 30 days 
from the date of publication in the Federal Register. 
Persons desiring to make written submissions should 
file six copies thereof with the Secretary of the Com- 
mission, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D. C. 20549. Refer- 
ence should be made to File No. SR-CBOE-75-4. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 
1100 L Street, N. W., Washington, D. C. Copies of 
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the filing will also be available at the principal office 
of the above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11721/October 9, 1975 


See Securities Act of 1933 Release No. 5625/ 
October 9, 1975. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11722/October 9, 1975 


(File No. SR-NYSE-75-4) 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE NEW YORK STOCK EXCHANGE 


The New York Stock Exchange (“NYSE”) submitted 
on October 7, 1975 a proposed rule change under Rule 
19b-4 to change the present composition of its Board 
of Directors from 10 members who are representative 
of the industry, 10 members who are representative 
of the public and the Chairman of the Board to 14 
members who are representative of the industry, 10 
members who are representative of the public and the 
Chairman. The proposed rule changes would also 
lessen the qualifications for industry representatives 
to be eligible for election to the Board. 


The following are portions of the New York Stock 
Exchange filing which contain the views of the 
NYSE Board of Directors. 


“While the Board of Directors is obliged to file 
the proposed amendments with the Commis- 
sion, it opposes approval of the amendments 
as being inimical to: 


(1) the public interest, 

(2) the interests of investors, 

(3) the interests of the members of the New York 
Stock Exchange, Inc., and 

(4) the interests of the Exchange as an institution. 


Purpose of Proposed Rule Change 

The proposed rule change if approved by the Commission 
, would significantly alter the present composition of the 
Board of Directors of the Exchange. The amendments 
would: 


(a) increase the number of Directors elected by the 


members of the Exchange from the present requirement 
of 20 to 24. The additional four Directors must be mem- 
bers or allied members of the Exchange; 


(b) change the existing eligibility requirement that a 
member or allied member associated with a member 
corporation be both a principal executive officer and 

a director of the member corporation to provide that 

the member or allied member need be only a principal 
executive officer or a director of the member corporation; 


(c) preserve the requirement that at least two members of 
the entire Board be specialists who spend a substantial part 
of their time on the Floor, but change the present limita- 
tion that not more than three members of the entire Board 
shall spend a substantial part of their time on the Floor to 
a mandatory requirement that five members of the entire 
Board spend a substantial part of their time on the Floor; 


(d) a/ter the circumstances for the disqualification of a 
director because of his change of status; (a) i.e., if he 
has ceased to be a principal executive officer and a di- 
rector of a member corporation - to provide that the 
disqualification would not apply if the director remains 
either as a principal executive officer or a director of a 
member corporation; and (b) to provide that a director 
shall not be disqualified if he commences spending a 
substantial part of his time on the Floor unless as a re- 
sult thereof more than five directors would then be 
spending a substantial part of their time on the Floor; 


(e) after the requirements of the Nominating Committee 
to provide that up to four members of that Committee 
may each be either a principal executive officer or a 
director of a member corporation and need no longer 

be both a principal executive officer and a director 

of a corporation. 


The proposed rule change would also add a new Article 
XXII to the Exchange Constitution. This Article consists 
of six separate sections which prescribe the procedures 
under which the four additional directorships created by 
the proposed rule change would be filled. They provide 
that - 


(a) a special election will be held within sixty days after 
the adoption of the proposed rule change, 


(b) the Nominating Committee is to be convened and 
hold meetings to receive suggestions for nominations 
and for the purpose of nominating candidates to fill 
the vacancies, and 


(c) nominations may be made by petition of the members 
and that the election procedures presently contained in 
the Constitution would be applied to the Special Election 
which would be held pursuant to the proposed rule change 
if approved. 


Basis under the Act for Proposed Rule Change 


State the basis under the Act for adopting the proposed 
rule change. 


The Board of Directors has repeatedly stated its opposition 
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to the proposed rule change. It is nonetheless obliged 
under the Exchange Constitution and in accordance with 
the provisions of Section 19(b)(1) of the Securities Ex- 
change Act of 1934, to file the proposed rule change 
with the Commission. In so doing however, the Board 

of Directors of the New York Stock Exchange strongly 
urges the Commission to disapprove the proposed rule 
change. 


The Board of Directors of the Exchange does not be- 
lieve that any of the items specified in Item 4(a) of 
Form 19-b-4A are applicable to the proposed rule 
change being filed herewith, except that the Board 
calls the Commission’s attention to Item 4(a)(v)(E) 
which speaks of “protection ... of the public interest”’, 
which is relevant to the reasons behind the Board’s 
opposition to the proposed rule change. 


The proposed rule change would alter the present 
balance of the Board represented by an equal number 
of industry and public directors by increasing the 
number of industry directors by 40%. There does not 
appear to be any objective standard which can be ap- 
plied to justify this change. The existing balanced 
concept resulted from the recommendation made by 
William McChesney Martin in his Report dated Au- 
gust 5, 1971 and from the recommendations made 
by the Committee on Exchange Reorganization in its 
Report dated December 29, 1971. The objective of 

a balanced Board as stated in the Martin Report was: 


“To create an organization which, through the 
public representation on its governing board 
and the authority and independence of its 
management, will strengthen self-regulation 
and answer the prevalent criticism that mem- 
ber firms of the New York Stock Exchange 
cannot be expected to discipline themselves.” 
(Martin Report, page 5) 


The record of the Board as presently structured demon- 
strates that it has promoted the welfare objectives and 
purposes of the Exchange (a duty with which the Board 
is charged under Article I1!, Sec. 1 of the Exchange Con- 
stitution) and that it has discharged its public responsi- 
bilities in a manner consistent with the best interests of 
public investors, listed companies, and members of the 
Exchange. In discharging these responsibilities it is 
significant that no vote of the Board has been divided 
along industry and public member lines. 


The Board believes there is no basis for the Commission 
to approve the proposed rule change which would alter 
the present structure. The issue that is raised for the 
Commission is one of justification, for approving the 
increase in the number of industry directors over the . 
number of public directors, thereby running the risk of 
diminishing the influence of the latter group. Such ap- 
proval would provide a Board whose deliberations could 
result in possible potential conflict of interest to the 
detriment of public investors, listed companies and 
members of the Exchange. 


The proposed rule change would also alter the stated 
qualifications for directors who are associated with 
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member corporations of the Exchange by eliminating 


the present requirement that each such director be bl 
both “a principal executive officer and a director of om the p 
a member corporation.” The present requirement was man 
recommended by the Exchange’s “Committee on Ex- Harr 
change Reorganization’”’, headed by Director Corne- Prese 
lius Owens, which stated its reasons in the Committee’s the | 
December 29, 1971 Report .... ” 

This requirement is consistent with the recommendations Publ 
made by Mr. William McChesney Martin in his August 5, b intt 
1971, Report to the then Board of Governors of the Ex- 197! 
change in which he outlined the objectives of the reor- whe 
ganization of the Exchange .... tute 
The Board of the New York Stock Exchange has previous- = 
ly considered a not dissimilar proposal which would [ we 
have eliminated the dual qualification requirement as | the 

to a certain class of industry director, so that members son: 
of that class would not have been required to be both six: 
a principal executive officer and a director of a member aos 
corporation. After discussion of that proposal at its Ce 

meeting of September 6, 1973, the Board deferred ac- ro 
tion on the proposal for a period of one year. That pro- , 

posal was again reviewed by the Board at its meeting Co 
of September 12, 1974 and was at that time rejected | wil 
by a unanimous vote of the Board as constitting an Ex 
undesirable change in the make-up and structure of Ls 


the Board. 


Co 
It is also significant that the high qualification standards 
for industry directors now required by the Constitution |e 


( 
of the New York Stock Exchange are incorporated in ’ / = 
the Constitution of the American Stock Exchange. Fc 
No rationale has been provided in support of the pro- ™ 
posed amendments which justifies altering the existing 
high qualification standards. 

The present Board believes that the concepts of a bal- 

anced Board and high qualification standards promul- 

gated in the Martin Report, recommended by the Com- } 
mittee on Exchange Reorganization and overwhelming- 

ly approved by the membership in 1972 by a vote of $s 
852 to 109 in favor of the reorganization amendments, R 


has served the Exchange and its members well in a period 
of intense stress and change. The wise counsel of the I 
public representatives has contributed immeasurably | 
to the decision-making processes of the Board and has t 
provided new credibility with the investing public and § 
with regulatory bodies in Washington. t 


For these reasons the Board of Directors of the Exchange ( 
urges the Commission to disapprove the proposed rule 
change. ( 


Comments Received From Members, Participants or 
Others on Proposed Rule Change 


If comments were received from members of or partici- \ 
pants in the self-regulatory organization or others, sum- 

marize the substance of all comments received. If com- \ 
ments were not or are not to be solicited, so state. ; Mt 


Comments were not solicited; however, written comments 





= 


) 


were received from: (a) Robert C. Gunness, a public 
director of the Exchange; (b) William M. Batten, a 


«public director of the Exchange both of whom oppose 


————— 


the proposed rule change; (c) Ray Garrett, Jr., Chair- 
man, Securities and Exchange Commission; and (d) 
Harry M. Jacobson, President of the Association for the 
Preservation of the Auction Market and a member of 
the Exchange who supports the proposed rule change 


Publication of the submission is expected to be made 
in the Federal Register during the week of October 13, 
1975. In order to assist the Commission to determine 
whether to approve the proposed rule change or insti- 
tute proceedings to determine whether the proposed 
rule change should be disapproved, interested persons 
are invited to submit written data, views and argu- 
ments concerning the submission within 35 days from 
the date of publication in the Federal Register. Per- 
sons desiring to make written submissions should file 
six copies thereof with the Secretary of the Commis- 
sion, Securities and Exchange Commission, 500 North 
Capitol Street, Washington, D. C. 20549. Reference 
should be made to File No. SR-NYSE-75-4. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N. W., Washington, D. C. 


Copies of the filing will also be available at the prin- 
cipal office of the above-mentioned self-regulatory 


) organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11723/October 9, 1975 


In the Matter of 


NEW YORK STOCK EXCHANGE, INC. 
55 Water Street 
New York, New York 


(File No. SR-NYSE-75-1) 


ORDER APPROVING THE PLAN SUBMITTED BY 
NEW YORK STOCK EXCHANGE, INC. FOR THE 
SALE OF PART OF THE CAPITAL STOCK OF 
THE DEPOSITORY TRUST COMPANY 


On August 25, 1975, the New York Stock Exchange, 

Inc. (“NYSE”) submitted proposed changes in the 

rules of The Depository Trust Company (“DTC”) under 
| Rule 19b-4 under the Securities Exchange Act of 1934, 

15 U.S.C. 78(s), as amended by Pub. L. No. 94-29 (June 


4, 1975) (the ““Act’”’). The rule changes were designed 
to enable the NYSE to sell part of the capital stock of 
DTC, the NYSE’s wholly-owned securities depository 
subsidiary. In accordance with Section 19(b) of the 
Act and Rule 19b-4 thereunder, the plan was publish- 
ed in the Federal Register (40 Fed. Reg. 40883, Sep- 
tember 4, 1975), and the public was invited to submit 
comments until September 25, 1975. Notice of the 
filing and an invitation for comments also appeared 

in the SEC Docket on September 10, 1975 (Securities 
Exchange Act Release No. 11619). One letter of comment 
was received. 


As described in Securities Exchange Act Release No. 
11619, the NYSE plans to sell part of its ownership of 
the capital stock of DTC according to an allocation for- 
mula which permits DTC participants who are not 
broker-dealers to purchase DTC shares directly, based 
on their fees paid to DTC and the value of their long 
positions held by DTC. Broker-dealer participants ini- 
tially will not be permitted to own DTC shares direct- 
ly. Instead, the NYSE, the American Stock Exchange, 
Inc. (“Amex’’) and the National Association of Securi- 
ties Dealers, Inc. (“NASD”) will act as the representa- 
tives of their members and will, collectively, hold at 
least 55% of DTC’s outstanding capital stock. The 
capital stock to be held under the plan by the NYSE, 
the Amex, and the NASD will be allocated among 
them on the basis of a 60-8-8 ratio. 


In submitting the plan, the NYSE stated that it sought to 
comply with the requirements of subparagraph 17A(b)(3) 
(C) of the Act, as amended by Pub. L. No. 94-29 (June 
4, 1975). Subparagraph 17A(b)(3)(C) of the Act, which 
becomes effective on December 1, 1975, provides that, 
in order to be registered as a clearing agency, an entity 
must have rules that assure “fair representation” of par- 
ticipants in the selection of directors and administration 
of the clearing agency’s affairs. Because subsection 17A 
(b) of the Act is not currently in effect, the Commission 
does not, in this order, determine whether the plan ful- 
fills the requirements of subparagraph 17A(b)(3)(C). 


The Commission regards the opportunity for greater 
institutional participation in depositories as important 
to the continued evolution of an efficient national 
system for processing securities transactions and favors 
efforts to grant depository users representation in the 
administration of depository affairs. 


Accordingly, the Commission finds that the plan for the 
sale by the NYSE of part of its ownership of the capital 
stock of DTC is consistent with the provisions of the 
Act and the rules and regulations thereunder currently 
applicable to the NYSE. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the rule changes referenced 
above be, and hereby are, approved. 
By the Commission. 

George A. Fitzsimmons 


Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11724/October 10, 1975 


(File No. SR-PSE- 75-4) 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY PACIFIC STOCK EXCHANGE, INCORPORATED 


The Pacific Stock Exchange, Incorporated (“PSE”) sub- 
mitted on October 7, 1975, a proposed rule change under 
Rule 19b-4 with respect to the establishment of a satellite 
facility for the handling of securities receipts and deliv- 
eries in Seattle, Washington. 


The PSE submission consists of a plan to establish the 
satellite facility and procedures for its operation. The 

PSE has requested with respect to the facility and pro- 
cedures, that the Commission continue its finding, as set 
forth in its letter of October 22, 1974, pursuant to Para- 
graph (g) of Rules 8c-1 and 15c2-1 under the Securities 
Exchange Act of 1934 that the agreements, provisions and 
safeguards established by and for Pacific Securities De- 
pository Trust Company are adequate for the protection 
of investors. 


Publication of the submission is expected to be made in 
the Federal Register during the week of October 13, 
1975. Interested persons are invited to submit written 
data, views and arguments concerning the PSE submis- 
sion within three weeks from the date of publication 

in the Federal Register. Persons desiring to make written, 
submissions should file six copies thereof with the Sec- 
retary of the Commission, Securities and Exchange Com- 
mission, 500 North Capitol Street, Washington, D. C. 
20549. Reference should be made to File No. SR-PSE- 
75-4. 


Copies of the PSE’s submission and of all written com- 
ments will be available for inspection at the Securities 
and Exchange Commission’s Public Reference Room, 
1100 L Street, N. W., Washington, D. C. Copies of the 
filing will also be available at the principal office of the 
PSE. 


For the Commission, by the Division of Market Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11725/October 10, 1975 


INVESTMENT COMPANY ACT OF 1940 
Release No. 8980/October 10, 1975 


ORDER APPROVING PROPOSED RULE CHANGE 
BY NATIONAL ASSOCIATION OF SECURITIES 
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DEALERS, INC. (“NASD”) 


The Commission today approved the proposed amend- 
ment to Article II1, Sections 26 and 29, of the NASD 
Rules of Fair Practice, by order pursuant to Section 
19(b)(2) of the Securities Exchange Act of 1934 (‘the 
1934 Act”), 15 USC 78s(b)(2), as amended by Pub. L. 
No. 94-29, 16 (June 4, 1975). The proposed rule change 
was filed with the Commission in accordance with Sec- 
tion 19(b)(1), as amended, of the 1934 Act on July 16, 
1975, and was published for comment on August 14, 
1975 (Securities Exchange Act Release No. 11593, 
Investment Company Act Release No. 8893, File No. 
SR-13). 


|. The Amendments 


The rule change provides that no member shall offer 
or sell shares of an open-end investment company or 
a single-payment contractual plan, at a sales charge 
which is excessive, taking into consideration all rele- 
vant circumstances. For funds and single-payment 
contractual plans the rule provides a ceiling of 8.50% 
on sales charges (declining to 6.25% for larger pur- 
chases), but conditions the right to charge the maxi- 
mum on the fund’s offering (1) dividend reinvest- 
ment at net asset value, (2) rights of accumulation, 
and (3) volume discounts, as defined in the rule. A 
specific deduction from the maximum allowable sales 
charge is imposed for failure to provide each of the 
services. 


The rule change also provides maximum sales loads 
ranging from 8.50% down to 6.50% on single-pay- 
ment variable annuities, and a maximum of 8.50% 
of total payments as of a date not later than the 
twelfth year after purchase for multiple payment 
variable annuity contracts. 


ll. The Reasons for Commission Approval 


The Commission endorses the NASD’s statement of 
the basis and purpose of the proposed rule change, 
which was filed along with the text of the rule and 
reads as follows: 


“The authority for the proposed amendments is 
contained in Section 22(b) of the Investment 
Company Act of 1940 which empowers the 
Association to adopt rules to prevent its members 
from selling to the public redeemable securities 
issued by a registered investment company at 
prices which include an excessive sales load and 
allows for reasonable compensation for sales per- 
sonnel, broker/dealers, and underwriters, and 

for reasonable sales loads to investors. 


“The purpose of the amendments is to establish 
a structure of maximum sales charges which 
will give effect to, among other things, the 
amount of the purchase and special investor 
privileges or benefits associated with a particu- 
lar mutual fund or variable annuity. The Asso- 
ciation believes that the amendments are neces- 
sary and appropriate in order to implement 
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the provisions of Section 22(b) of the Investment 
Company Act.” 1/ 


The Commission finds that the proposed rule change 
complies with Section 22(b) of the Investment Company 
Act of 1940, and is consistent with the provisions of the 
Securities Exchange Act of 1934, and the rules and re- 
gulations thereunder applicable to the NASD. The Com- 
mission also finds that the proposed rule change does not 
impose any burden on competition not necessary or ap- 
propriate in furtherance of the purposes of the Securities 
Exchange Act of 1934. 


ill. Proposed Modifications 


The Commission had previously requested that the NASD 
consider modifying the proposed rule change (i) to pro- 
vide a penalty from the maximum sales load for failure 

to offer an exchange privilege, and (ii) to specify a lower 
maximum sales charge for so-called “cash management” 
funds.2/ 


While approving the proposed rule change without these 
modifications, the Commission wrote to the NASD on 
October 10, 1975 stating its understanding that the 
NASD would continue to consider the need for such pro- 
visions. In addition, in view of the fact that most cash 
management funds are sold at no-load or loads of less 
than 1%, the Commission expressed concern over those 
cash management funds which charge conventional sales 
loads since they are significantly higher than competi- 
tively established rates. It also suggested several factors 
which should be considered in determining whether a 
fund's sales charge is “excessive,” including shareholder 
redemption ratios, representations of the fund to pro- 
spective investors, and the availability and actual use 

of an exchange privilege at no-load between the fund’s 
shares and those of other load funds. 


* oa - 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2)(A) of the Seeurities Exchange Act of 1934, 
that the proposed amendments to Article I11, Sections 
26 and 29, of the NASD Rules of Fair Practice, filed 
by the NASD with the Commission on July 16, 1975, 
and published in the Federal Register on August 22, 
1975, 3/ be, and they hereby are, approved. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ NASD File No. 16-1-2-35, July 16, 1975. 


2/ Letter of November 4, 1974 to Gordon S. Macklin, 
President, NASD. The NASD responded in detail to 
the Commission’s request on July 16, 1975. The port- 
folios of ““cash management” funds consist primarily 
of short-term U. S. Government obligations, bankers’ 
acceptances, certificates of deposit, and commercial 
paper. 


3/ 40 FR 36813, August 22, 1975. The NASD has 


consented to the Commission’s acting on this rule 
more than 35 days from the date of its publication 
in the Federal Register. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11726/October 10, 1975 


Admin. Proc. File No. 3-4512 
In the Matter of 


A.E.1., INC. 

5001 West 78th Street 
Minneapolis, Minnesota 
(8-16750) 


ROBERT P. JOHNSON 
GORDON F. ENGEL 
CHARLES R. LINQUIST 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act, A.E.1., Inc.; Robert P. Johnson, A.E.1., 
Inc.’s president; Gordon F. Engel, a former A.E.1., Inc. 
salesman; and Charles R. Lindquist, an A.E.!., Inc. sales- 
man; have submitted offers of settlement which the 
Commission has determined to accept. 


On the basis of the order for proceedings and the offers 
of settlement, it is found that: 


1. A.E.I. willfully violated Sections 5(a), 5(c), and 17(a) 
of the Securities Act and Sections 10(b), 15(a), 15(c)(2) 
and 15(c)(3), and 17(a) of the Exchange Act and Rules 
10b-5, 15c2-4, 15c3-1, 17a-3, 17a-4, 17a-5 and 17a-11 
thereunder. 


2. Johnson willfully violated Sections 5(a), 5(c), and 
17(a) of the Securities Act and Section 10b-5 of the 
Exchange Act and Rule 10b-5 thereunder and willfully 
aided and abetted violations of Sections 15(a), 15(c)(2), 
15(c)(3) and 17(a) of the Exchange Act and Rules 
15c2-4, 15c3-1, 17a-3, 17a-4, 17a-5, and 17a-11 there- 
under. 


3. Engel and Lindquist each willfully violated Sections 
5(a) and 5(c) of the Securities Act. 


A.E.1.’s offer of settlement provides that its broker- 
dealer registration may be suspended for 30 days. 
During the ensuing two years, it may not effect any 
private placements of securities unless such placement is 
supported by an opinion of counsel that the require- 
ments of Rule 146 under the Securities Act are satisfied. 
Further, A.E.1. may not function as an underwriter, 
broker or dealer of securities unless (1) it has its books 
and records, as more specifically referred to in Rule 
17a-3 of the Exchange Act, reviewed by a certified 
public accountant every six months for a period of 

two years and (2) it has the selling practices of its 
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officers, directors, registered principals and registered 
representatives and its operations reviewed by counsel 
every six months for a period of five years; all at its 
expense. The sanctions specified in the other offers of 
settlement are set forth below. 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the offers of settle- 
ment. 


Accordingly, 1T IS ORDERED that: 


1. Subject to the conditions set forth above, the 
broker-dealer registration of A.E.1., Inc. be, and it 
hereby is, suspended for a period of thirty days, 
effective as of the opening of business on October 
27, 1975. 


2. Robert P. Johnson be, and he hereby is, suspended 
from association with a broker, dealer, investment ad- 
viser or investment company for a period of twe!ve 
months, effective as of the opening of business on 
October 27, 1975. 


3. Gordon F. Engel and Charles R. Lindquist be, 
and each of them hereby is, suspended from associa- 
tion with a broker, dealer, investment adviser or 
investment company for a period of sixty days, 
effective as of the opening of business on October 
27, 1975. 


For the Commission by the Office of Opinions and 
Review, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11727/October 10, 1975 


Admin. Proc. File No. 3-4690 
In the Matter of 


RONALD G. RIES 
2723 Peachwood Drive 
St. Louis, Missouri 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act, Ronald G. Ries, who was a salesman 
with a registered broker-dealer, has failed to answer 


the order that instituted these proceedings with respect” 


to him, and he is therefore in default. 1/ 


On the basis of that order, it is found that Reis willfully 
violated Section 17(a) of the Securities Act; Section 
10(b) of the Exchange Act and Rule 10b-5 thereunder; 
and willfully aided and abetted violations of Section 
15(c)(1) of the Exchange Act and Rule 15c1-4 there- 
under. It is therefore in the public interest to bar Ries 
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from association with any broker or dealer. 2/ 


Accordingly, 1T iS ORDERED that Ronald G. Ries be, 
and he hereby is, barred from association with any 
broker or dealer. 


For the Commission by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Rule 7(e) of the Commission’s Rules of Practice 
provides that a party’s failure to file an answer as 
required shall be deemed a default and that the 
Commission may, in such circumstances, determine 
the proceedings against such party upon considera- 
tion of the order for proceedings, the allegations 

of which may be deemed true as to such party. 


2/ The findings herein are not binding on any other 
respondent named in these proceedings. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11728/October 14, 1975 


Orders have been issued granting the application of the 
Midwest Stock Exchange for unlisted trading privileges 
in the debentures of the following companies: 


American Telephone & Telegraph Company 
(due 2005); 


American Telephone & Telegraph Company 
(due 2007); 


Clark Equipment Credit Corp.; 
Commonwealth Edison Company (due 2005); 
Commonwealth Edison Company (due 1979); 
General Motors Corporation; 
Household Finance Corporation; 
Indiana Bell Telephone Co.; 
Indiana & Michigan Electric Co.; 
Sears, Roebuck & Company (due 1982); 
Sears, Roebuck & Company (due 1985); 
Sears, Roebuck & Company (due 1995); 
Standard Oil Company (Indiana). 

Orders have also been issued granting the application 


of the Midwest Stock Exchange for unlisted trading 
privileges in the notes of the following companies: 





pri 


li 





Continental Illinois Corporation; 
Ford Motor Company; 
General Motors Corporation; 
international Harvester Company; 
Standard Oil Company (Indiana). 
An order has also been issued granting the application of 


the Midwest Stock Exchange, Inc. for unlisted trading 
privileges in the bonds of Northern Illinois Gas Company. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11729/October 14, 1975 


Admin. Proc. File No. 3-4439 
In the Matter of the Application of 


UNIFIED UNDERWRITERS, INC. 
207 Guaranty Building 
indianapolis, Indiana 


For Review of Disciplinary Action Taken by the 


NATIONAL ASSOCIATION OF SECURITIES DEALERS, 
INC. 


FINDINGS, OPINION AND ORDER DISMISSING 
REVIEW PROCEEDINGS 


REGISTERED SECURITIES ASSOCIATION — REVIEW 
OF DISCIPLINARY PROCEEDINGS 


Violation of Rules of Fair Practice 


Failure to Comply with Free-riding and Withholding 
Interpretation 


Where member of registered securities association pur- 
chased securities in seven public offerings which rose 
to immediate aftermarket premiums, and resold 
those securities after short periods of time, member’s 
claim that it was not a participant in the offerings 
and bought securities solely for investment rejected. 
and association's finding that member violated asso- 
ciation’s interpretation with respect to free-riding 
and withholding affirmed. 


APPEARANCES: 


Jon D. Noland and Louis A. Highmark, of Barnes, Hickam, 
Pantzer & Boyd, for Unified Underwriters, Inc. 


Lloyd J. Derrickson and John F. Mylod, Jr., for the Na- 
tional Association of Securities Dealers, Inc. 


Unified Underwriters, Inc., a member of the National 
Association of Securities Dealers, Inc. (“NASD”), seeks 


review of disciplinary action taken against it by the 
Association. The NASD found that, from May 7 through 
December 23, 1969, Unified purchased for its own ac- 
count shares of seven public offerings at the public offer- 
ing price. All of the securities were purchased from 
NASD-member underwriters or selling group members, 
and all advanced to an immediate premium in the after- 
market. After holding them for periods ranging from 7 
to 90 days, Unified solid the securities in the open mar- 
ket for a total profit of about $17,000. These facts are 
undisputed. 


On the basis of the above, the NASD found that Unified 
violated Section 1 of Article II! of the Association's 
Rules of Fair Practice by failing to comply with its 
interpretation with respect to free-riding and withhold- 
ing. 1/ It censured Unified and fined it $12,000. 


During the relevant period, the NASD’s interpretation 
provided that ‘““members [had] an obligation to make 
a bona fice public offering, at the public offering 
price, of securities acquired by a participation in any 
distribution, whether acquired as an underwriter, a 
selling group member, or from a member participating 
in the distribution as an underwriter or selling group 
member ....” It specifically stated that a member 
should not directly or indirectly “continue to hold any 
of the securities [so acquired] in [its] accounts,” ex- 
cept that a member could withhold for its own account 
“part of its participation ... if the member [was] pre- 
pared to demonstrate that the securities were withheld 
for bona fide investment in accordance with the mem- 
ber’s normal investment practice ... and that the aggre- 
gate of the securities so withheld ...[was] insubstantial 
and not disproportionate in amount as compared to 
sales to members of the public ....”” 


Unified points out that the NASD’s interpretation applied 
only to members who were participants in an offering. 

It argues that it was not a participant in any offering 
since its purchases were not made with a view to distri- 
bution but solely for investment. We find this contention 
unavailing. 


It is well established that a distribution of securities 
comprises “the entire process by which in the course of 
a public offering [a] block of securities is dispersed and 
ultimately comes to rest in the hands of the investing 
public.” 2/ An NASD member who acquires securities 
being distributed in a public offering, intending to re- 
sell those securities, is merely a channel by which those 
securities reach the investing public. The NASD’s inter- 
pretation specifically included a member who acquired 
securities from an underwriter or selling group member 
as Unified did. Such member is a participant in the dis- 
tribution process. 3/ 


Unified’s claim that it purchased for investment is not 
supported by the record. In fact, it was engaged in 
trading for short-term capital gain. It sold all of the 
securities it purchased in three of the seven offerings 
within two weeks, and the securities it acquired in 
another two offerings after one month. 4/ The fact 
that it did not sell the securities immediately does 
not demonstrate, as Unified claims, that it intended 
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to hold them for investment. 5/ Moreover, since Unified 
did not sell any of the securities it purchased to members 
of the public at the public offering price, the amount of 
securities it withheld in each of the seven offerings was 
“disproportionate.” Unified withheld securities from po- 
tential public investors, and profited from the aftermarket 
premiums. We agree with the NASD that such action vio- 
lated the free-riding and withholding interpretation. 


Unified argues that it had no public customers to whom 
it could sell the seven securities it purchased. But that 
fact did not excuse it from compliance with the NASD‘s 
interpretation. 6/ Nor is there any merit in the argument 
that, during the relevant period, the interpretation only 
applied to members who were selling securities, not to 
those who were purchasing them. As we have previously 
held, the interpretation then in effect clearly applied to 
members who purchased securities in a public offering 
with a view to distribution. 7/ Subsequently, in 1970, 
the interpretation was broadened to cover any purchase 
of a “hot issue” by a member, whether or not the pur- 
chase was made with a view to resale. Contrary to appli- 
cant’s contention, no retroactive application of that 
amendment is involved here. 8/ 


Finally, we cannot accept Unified’s contention that the 
sanction imposed by the NASD is excessive or oppres- 
sive. Unified argues that the NASD ignored the fact that 
Unified’s operations are essentially limited to distributing 
the shares of its affiliated investment companies and that 
it is not a broker-dealer in the conventional sense. What 
Unified itself ignores is that the interpretation applied to 
all NASD members. No exception was made for members 
without retail customers. 9/ 


Unified urges that “‘no reasonable person could have ... 
construed” the interpretation to prohibit Unified’s 
purchases of the seven securities, and that, in any event, 
“the determination of this question requires a subtle 
analysis which many businessmen are not even qualified 
to make.” It argues that the sanction is penal in nature 
and that the strict rules of construction applicable to 
criminal statutes must therefore be applied to the inter- 
pretation. These contentions are without merit. Unified 
concedes that “‘persons who acquire securities with a 
view to distribution” are participants in a distribution. 
That is not a new concept, unfamiliar to persons experi- 
enced in the securities business. 10/ 


What led Unified to feel secure in effecting its transac- 
tions was not any ambiguity in the interpretation, but 
its refusal to recognize that it was a participant in the 
distribution of the seven securities. The NASD’s Board 
of Governors, which increased the fine imposed by the 
District Committee from $6,000 to $12,000, stated that 
it was not too much “to expect a member ... to know 
that the purchase and subsequent resale to the public of 
a block of securities constitutes participation in a distri- 
bution.”” The Board characterized Unified’s reliance on 
its own construction of the interpretation as “self-serving.” 
We agree. 


The free-riding and withholding interpretation has been 
the subject of repeated emphasis by the NASD and by 
us. 11/ We have previously noted that we view non- 


70/SEC DOCKET 


compliance as a “serious matter’’ and view with concern 
“the relative leniency with which the NASD has generally 
treated free-riding violations.”” 12/ Unitied made a profit 
of about $17,000. The fine is only 70% of that amount. 
Thus it can hardly be deemed excessive. 13/ 


Accordingly, 1T IS ORDERED that these proceedings for 
review be, and they hereby are, dismissed. 


By the Commission (Chairman GARRETT and Commis- 
sioners LOOMIS, EVANS, SOMMER and POLLACK). 


George A. Fitzsimmons 
Secretary 


1/ Section 1 of Article 111 requires the observance of 
high standrads of commercial honor and just and 
equitable principles of trade. 


2/ See, e.g., M. V. Gary Investments, Inc., 44 SEC 567, 
569 (1971). 


3/ Safeco Securities, Inc., Securities Exchange Act Re- 
lease No. 10257 (June 29, 1973), 2 SEC Docket 75, 
76-77. 


4/ \t held the securities it purchased in the remaining 
two offerings for only 2-1/2 and 3 months, respectively. 


5/ “Holding for the six months’ capital gains period of the 
tax statutes, holding in an ‘investment account’ rather 
than a ‘trading account’, holding for a deferred sale, hold- 
ing for a market rise ...’’ are not determinative of the issue 
of whether securities have been bought for investment. 
Crowell-Collier Publishing Company, Securities Act Re- 
lease No. 3825, p. 7 (August 12, 1975). 


6/ Robert E. Meyers & Co., Securities Exchange Act 
Release No. 10033 (March 7, 1973), 1 SEC Docket No. 
6, p. 7; L. H. Rothchild & Co., 41 SEC 729, 731 (1963). 
7/ Safeco Securities, Inc., supra, 2 SEC Docket at 76-77. 


8/ Safeco Securities, Inc., supra, 2 SEC Docket at 79, 
n. 10. 


9/ L. H. Rothchild & Co., supra, 41 SEC at 731. 

10/ Unified has been a member of the NASD since 1958. 
11/ Rothschild Securities Corporation, Securities Exchange 
Act Release No. 10629 (February 5, 1974), 3 SEC Docket 
503 and cases cited therein at 505, n. 4. 


12/ Rentz & Company, Inc., 43 SEC 436, 443, no. 16 
(1967). 


13/ See Robert E. Meyers & Co., supra; Carolina Securi- 
ties Corporation, Securities Exchange Act Release No. 
11482 (June 17, 1975), 7 SEC Docket 198, 200. 























SECURITIES EXCHANGE ACT OF 1934 
Release No. 11730/October 14, 1975 


Admin. Proc. File No. 3-3811 
In the Matter of 


PILGRIM SECURITIES CORPORATION 
3 David Court 

Monsey, New York 

(8-15213) 


RHODA LERNER BURSTEIN 
JOEL LERNER 


ORDER IMPOSING REMEDIAL SANCTIONS 


This is a broker-dealer proceeding under the Securities 
Exchange Act with respect to Pilgrim Securities Cor- 
poration, a registered broker-dealer, Rhoda Lerner 
Burstein, its Secretary-Treasurer and Joel Lerner, its 
Executive Vice-President. Solely for the purpose of 
this proceeding and without admitting of denying the 
allegations in the order for proceedings, respondents 
consent to the findings and sanctions set forth below. 


On the basis of the order for proceedings and the 
consents of respondents, it is found that respondents 
willfully violated or willfully aided and abetted vio- 
lations of Sections 5 and 17(a) of the Securities Act 
and Sections 10(b) and 17(a) of the Exchange Act 
and Rules 10b-5, 10b-6 and 17a-3 thereunder. 


In view of the foregoing, it is in the public interest 
to impose the sanctions to which respondents have 
consented. 


Accordingly, 1T 1S ORDERED that the registration 
of Pilgrim Securities Corporation as a broker-dealer 
be and it hereby is revoked, and it is further 


ORDERED that Rhoda Lerner Burstein and Joel 
Lerner be and, they hereby are, barred from associa- 
tion with any broker, dealer or investment company. 


For the Commission by the Office of Opinions and 
Review, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11731/October 14, 1975 


Admin. Proc. File No. 3-4394 


In the Matter of 


DICKINSON, ROTHBART & CO., INC. 
New York, New York 
(8-16939) 


GLEN |. ROTHBART 
ROBERT J. BIRCHFIELD 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act, Dickinson, Rothbart & Co., Inc. (“‘regis- 
trant’’), a registered broker-dealer, and Glen |. Roth- 
bart, its president, have submitted consents. Robert J. 
Birchfield, a former principal of registrant, has submitted 
an offer of settlement which the Commission has de- 
termined to accept. 


On the basis of the order for proceedings, the consents, 
and Birchfield’s offer of settlement, it is found that 
registrant, willfully aided and abetted by Rothbart 

and Birchfield, willfully violated the following provi- 
sions of the Securities Exchange Act: Section 15(c)(3) 
and Rules 15c3-1 and 15c3-3 thereunder; Section 7(c) 
(1) and Regulation T promulgated thereunder by the 
Board of Governors of the Federal Reserve System; 
Section 15(b) and Rule 15b3-1 thereunder; and Section 
17(a) and Rules 17a-3, 17a-4 and 17a-11 thereunder. It 
is therefore in the public interest to impose the sanc- 
tions to which respondents have consented. 


Accordingly, IT 1S ORDERED that: 


1. The registration as a broker-dealer of Dickinson, 
Rothbart & Co., Inc. be, and it hereby is, revoked; 1/ 


2. Glen |. Rothbart be, and he hereby is, barred from 
association with any broker, dealer, or investment 
company; 


3. Robert J. Birchfield be, and he hereby is, suspended 
from association with any broker or dealer for nine 
months; and 


4. Birchfield’s aforementioned suspension shall become 
effective at the opening of business on October 27, 
1975. 


For the Commission by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ This order shall not prohibit registrant’s court- 
appointed receiver from engaging in any activities 
for, or on behalf of, registrant necessary to the 
liquidation of its business. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11732/October 14, 1975 


NOTICE OF REVISED SCHEDULE OF ORAL HEAR- 
INGS ON RULES OF NATIONAL SECURITIES Ex- 
CHANGES WHICH LIMIT OR CONDITION THE 
ABILITY OF MEMBERS TO EFFECT TRANSACTIONS 
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OTHERWISE THAN ON SUCH EXCHANGES 


The Securities and Exchange Commission today announ- 


ced the revised schedule of the oral hearings on rules of 
national securities exchanges which limit or condition 
the ability of members to effect transactions otherwise 
than on such exchange (‘‘off-board trading rules’). The 
hearings, which began on Tuesday, October 14, 1975, 
at 10:00 a.m., will now continue through October 23, 
1975. 


The revised schedule of witnesses for the hearings is 
as follows: 


Tuesday, October 14, 1975 


10:00 Harry M. Jacobson 
Association for the Preservation of the 
Auction Market 


2:00 Jeffrey W. Casdin 
Source Securities Corporation 
New York, New York 


3:00 Margaret Cox Sullivan 
Stockholders of America, Inc. 


Wednesday, October 15, 1975 


2:00 G. Robert Ackerman 
Pacific Stock Exchange, Inc. 


Thursday, October 16, 1975 


10:00 Donald Regan 
Merrill Lynch, Pierce, Fenner & Smith 
Incorporated 
New York, New York 


2:00 Ralph Saul 
INA Corporation 


Friday, October 17, 1975 


10:00 Donald E. Weeden 
Weeden & Co. Incorporated 
New York, New York 


2:00 Robert H. B. Baldwin 
Morgan, Stanley and Co. Incorporated 
New York, New York 


3:00 Tom O’Hara 
National Association of Investment Clubs 


Monday, October 20, 1975 


10:00 David W. Hunter 

Ad Hoc Committee of Regional Firms 
11:00 James E. Dowd 
J. Stephen Putnam 
Boston Stock Exchange 
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2:00 Gerald Parsky 
Department of the Treasury 


3:00 H. Virgil Sherrill 
Edward |. O’Brien 
Securities Industry Association 
Tuesday, October 21, 1975 


10:00 Paul Kolton 


American Stock Exchange, Inc. 


2:00 Michael E. Tobin 
Midwest Stock Exchange, Inc. 


Wednesday, October 22, 1975 


10:00 James J. Needham 
New York Stock Exchange, Inc. 


Thursday, October 23, 1975 


10:00 Alfred Eisenpreis 
The City of New York 
11:00 Forrester A. Clark 


H. C. Wainwright & Co. 


2:00 Bernard H. Garil 
Oppenheimer & Co., Inc. 


3:00 J. Walter Sherman 
Sherman, Dean & Co. 


Copies of the transcripts of the hearings may be pur- 
chased through Technical Reporting Company, Inc. 

at a price of $0.15 per page. Expedited and next day 
delivery service is available at additional cost. Requests 
should be made directly to Mr. Frank Stout, Technical 
Reporting Company, Inc., 300 Seventh Street, S. W., 
Washington, D. C. 20024, telephone (202) 628-2355. 


Persons wishing to make written submissions of views, 
data or arguments should file 30 copies thereof with 
George A. Fitzsimmons, Secretary of the Commission, 
Room 892, 500 North Capitol Street, Washington, 

D. C. 20549, not later than October 31, 1975. Per- 
sons wishing to submit written views, data or argu- 
ments in respect of submissions made by others or in 
respect of views, data and arguments presented at the 
oral hearings may do so untii November 10, 1975. 

All comments should refer to Securities and Exchange 
Commission File No. 4-180 and will be available for 
public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11733/October 14, 1975 


See Securities Act of 1933 Release No. 5627/October 
14, 1975. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11734/October 15, 1975 


ADOPTION OF SPECIAL INSTRUCTIONS TO FORM 
U-4 FOR NON-MEMBER (SECO) BROKER-DEALERS 


The Securities and Exchange Commission today announced 
the adoption of special instructions to Form U-4 for regis- 
tered broker-dealers who are not members of the National 
Association of Securities Dealers, Inc. (““non-member” or 
“SECO” broker-dealers). Form U-4 was adopted by the 
Commission on May 16, 1975 and became effective Octo- 
ber 1, 1975. 1/ As provided in Rule 15b8-1 under the 
Securities Exchange Act of 1934, Form U-4 is to be 

filed by every SECO broker-dealer on behalf of each 

of its associated persons before such person may en- 

gage in any securities activities. 


The purpose of adopting Form U-4 was to provide a 
uniform form which would be acceptable for filing by 
brokers and dealers with the national securities ex- 
changes, the National Association of Securities Dealers, 
Inc. and state agencies for qualifying individual securi- 
ties personnel of such firms with those jurisdictions. Once 
adopted by these agencies and jurisdictions, Form U-4 
would reduce the reporting burden caused by the neces- 
sity of filing many non-uniform forms. The general in- 
structions to the Form were drafted so that they con- 
formed with the requirements of each jurisdiction. 
Therefore, it is necessary to provide special instruc- 
tions for non-member broker-dealers so as to enable 

the Commission to carry out its unique responsibilities. 


Since the special instructions impose no new substantive 
requirements and function primarily as guides to the per- 
sons subject thereto, the Commission for good cause 
finds that further notice and public procedure, as provid- 
ed in Administrative Procedure Act (5 USC 553) are un- 
necessary. 


The Commission has adopted, effective October 1, 1975, 
a set of special instructions for non-member broker- 
dealers filing Form U-4 on behalf of such firms’ asso- 
ciated persons pursuant to Sections 15(b), 17(a) and 
23(a) of the Securities Exchange Act of 1934 as follows: 


“SECURITIES AND EXCHANGE COMMISSION 
Washington, D. C. 20549 


“SPECIAL INSTRUCTIONS FOR COMPLETING FORM 
U-4 UNIFORM APPLICATION FOR SECURITIES AND 
COMMODITIES INDUSTRY REPRESENTATIVE AND/ 
OR AGENT 


“(NON-MEMBER (“SECO”) BROKER-DEALERS] 


“1. Rule 15b8-1 under the Securities Exchange Act of 
1934 (“Act”) provides that this Form must be filed by 
every broker or dealer registered under Section 15 of the 
Act, who is not a member of a registered national securi- 
ties association (e.g., The National Association of Securi- 
ties Dealers, Inc.) for every associated person engaged 
directly or indirectly in securities activities for or on 
behalf of such non-member broker or dealer, before such 
person engages in any activities on behalf of such broker 
or dealer. 


“2. A filing fee of $50 must accompany this Form. A 
check should be made payable to the Securities and Ex- 
change Commission and mailed along with one (1) copy 
of this Form to the Office of the Comptroller. 


“3. Under Sections 15(b), 17(a) and 23(a) of the Act and 
the rules and regulations thereunder, the Commission is 
authorized to solicit the information required to be sup- 
plied by this Form from associated persons of non-mem- 
ber (SECO) broker-dealers. Although it is not required 
that social security numbers be disclosed, such voluntary 
disclosure will assist the Commission in identifying appli- 
cants and in promptly processing the Forms. Information 
supplied on this Form shall be non-public but will be 
available to any person to whom the Commission author- 
izes disclosure in the public interest. Routine uses of 
Form U-4 are described on the reverse side of these 
special instructions. 


“4. A Form which is not prepared and executed in com- 
pliance with applicable requirements may be returned 

as not acceptable for filing. Acceptance of this Form, 
however, shall not constitute any finding that the in- 
formation submitted is true, current, or complete. 
Intentional misstatements or omissions of fact consti- 
tute federal criminal violations. (See 18 USC 1001 and 
15 USC 78ff(a)). 


“5. Applicants should note the provisions of Sections 
15(b)(7), (8) and (9) of the Securities Exchange Act 
of 1934 and the rules thereunder.” 
By the Commission. 
George A. Fitzsimmons 
Secretary 
ROUTINE USES OF FORM U-4 SYSTEM 


Form U-4 and the information contained in such Form 
may be used routinely for the following: 


1. This system of records is routinely used in connection 
with the regulation by the Commission of non-member 
broker-dealers and persons associated with non-member 
broker-dealers pursuant to Section 15(b) of the Securities 
Exchange Act of 1934, 15 USC 78o(b). 


2. By SEC personnel for purposes of investigating possible 
violations of the Federal securities laws. 


3. Where there is an indication of a violation or potential 
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v. .ation of law, whether civil, criminal or regulatory in 
nature, and whether arising by general statute or particu- 
lar program statue, or by regulation, rule or order issued 
pursuant thereto, the relevant records in the system of 
records may be referred, as a routine use, to the appro- 
priate agency, whether Federal, State, local, foreign or 
a securities self-regulatory organization charged with 
the responsibility of investigating or prosecuting such 
violation or charged with enforcing or implementing the 
statute, or rule, regulation or order issued pursuant 
thereto. 


4. In any proceeding where the Federal securities laws 
are in issue er in which the Commission or past or pre- 
sent members of its staff is a party or otherwise involved 
in an officiail capacity. 


5. Arecord from this system of records may be disclosed 
as a “routine use” to a Federal, State or Local govern- 
mental authority maintaining civil, criminal or other rele- 
vant enforcement information or other pertinent infor- 
mation, such as current licenses, if necessary to obtain 
information relevant to an agency decision concerning the 
hiring or retention of an employee, the issuance of a 
security clearance, the letter of a contract, or the issu- 
ance of a license, grant or other benefit. 


6. Arecord from this system of records may be disclosed 
to a Federal, State or local governmental authority, in 
response to its request, in connection with the hiring or 
retention of an employee, the issuance of a security 
clearance, the reporting of an investigation of an employ- 
ee, the letting of a contract, or the issuance of a license, 
grant, or other benefit by the requesting agency, to the 
extent that the information is relevant and necessary 

to the requesting agency’s decision on the matter. 


7. To aid in responding to inquiries from Members of 
Congress, the press or the public regarding matters 
under the Commission’s jurisdiction. 


8. As a data source for management information for 
production of summary descriptive statistics and analy- 
tical studies in support of the function for which the re- 
cords are collected and maintained or for related per- 
sonnel management functions or manpower studies; 

may also be utilized to respond to general requests for 
statistical information (without personal identification of 
individuals) under the Freedom of Information Act or to 
locate specific individuals for personnel research or other 
personnel management functions. 


Form U-4 is maintained under the authority of Title 15, 
United States Code, Section 780(b) (17 CFR 240.15b8-1) 
and for the routine uses above-described as published in 
the Federal Register, Volume 40, No. 167, August 27, 
1975, at p. 39288 thereof. 


1/ See Securities Exchange Act, Release No. 11424 
dated May 16, 1975 and No. 11530, dated July 10, 
1975. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11735/October 15, 1975 


Admin. Proc. File No. 3-4557 


In the Matter of 


ALFRED AVASSO 
162-08 86th Street 
Howard Beach, New York 


ORDER IMPOSING REMEDIAL SANCTION 


This is a broker-dealer proceeding under the Securities 
Exchange Act. Alfred Avasso, formerly syndicate manager 
and securities salesman for P & H Associates, formerly a 
registered broker-dealer, 1/ has submitted an offer of 
settlement which the Commission has determined to ac- 
cept. Solely for the purpose of this proceeding and any 
other proceeding pursuant to specified sections of the 
Exchange, Securities, Investment Advisers, Investment 
Company and Securities Investor Protection Acts and 
without admitting or denying the allegations in the order 
for proceedings, respondent consents to the findings and 
order below. 


On the basis of the order for proceedings and the offer of 
settlement, it is found that respondent willfully violated 
or willfully aided and abetted violations of Section 17(a) 
of the Securities Act and Sections 10(b) and 15(c) of the 
Exchange Act and Rules 10b-5 and 15c1-4 thereunder. 


In view of the foregoing, it is in the public interest to im- 
pose the sanction to which respondent has consented. 


Accordingly, IT IS ORDERED that Alfred Avasso be, 
and he hereby is, suspended from association with any 
broker, dealer, or investment company for two months, 
effective as of the opening of business on October 14, 
1975. 


For the Commission by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ Its registration as a broker-dealer was revoked on 
October 2, 1975, Securities Exchange Act Release No. 
11700. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11736/October 15, 1975 


See Securities Act of 1933 Release No. 5628/October 15, 
1975. 














SEC 


INV 
Rel 














0 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 11737/October 15, 1975 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 481/October 15, 1975 


Admin. Proc. File No. 3-3115 
In the Matter of 


ROBERT F. LYNCH 
3 Dogwood Hill Road 
Brookville, New York 


OPINION OF THE COMMISSION 


BROKER-DEALER AND INVESTMENT ADVISER 
PROCEEDINGS 


Extraterritorial Applicability of Federal Securities 
Laws 


Contention that the antifraud provisjons of the 
federal securities laws do not apply to the sale of 
an off-shore mutual fund’s shares to foreign na- 
tionals rejected, where fraudulent conduct is ini- 
tiated and has its focal point in the United States. 


Grounds for Remedial Sanctions 


Overvaluations of Restricted and Freely Trading 
Securities and Other Assets in Fund Portfolio 


Misstatements Concerning Management of Fund 
and Method of Valuation of Fund Assets 


Where president and director of an off-shore mutual 
fund’s management company caused that fund to 
overvalue its assets, thus inflating its net asset value, 
and also participated in the preparation of prospec- 
tuses for the fund’s shares which contained mater- 
ially misleading statements as to the management 
of the fund and the calculation of its net asset 
value, held, in public interest to bar respondent 
from association with any broker-dealer and from 
certain types of association with an investment 
company, without prejudice to application for 
supervised association after one year. 


APPEARANCES: 


Theodore Altman and Gary N. Sundick, for the Division 
of Enforcement of the Commission. 


Robert F. Lynch, pro se. 


l. 
This case is about a so-called “off-shore” mutual fund, 
United Capital Investment Fund, Ltd. (“Fund”), which 
was part of a $3 billion mutual fund complex controlled 
by Waddell & Reed, Inc. Fund never registered with us 
under the Investment Company Act. Nor is there any 
suggestion that it was under any duty to do so. 1/ 


The administrative law judge found that Robert F. 
Lynch, formerly president of Fund’s investment ad- 
viser, had willfully violated the antifraud provisions 
of the Securities, Securities Exchange, and Invest- 
ment Advisers Acts in calculating the net asset value 
of Fund’s shares. Lynch was also found responsible 
for Fund’s deceptive prospectuses. 


The administrative judge concluded that: 


(A) Lynch should be barred from association with 
any broker or dealer. 


(B) He should also be precluded from associating 
himself with registered investment companies in any 
of the capacities enumerated in Section 9(b) of the 
Investment Company Act. 2/ 


(C) After one year “these prohibitions may be re- 
moved, in whole or in part, upon an adequate showing 
to the staff of the Commission that [Lynch] will be 
adequately supervised or that such lifting of the prohi- 
bitions will otherwise be subject to adequate safeguards 
in the public interest.” 


We affirm. 3/ Our reasons are stated below. 


il. 
Fund was organized under Bahamian law in 1967. It 
was a Waddell & Reed promotion. It was a means by 
which that firm hoped to tap the foreign market for 
investment companies that invested largely or wholly 
in the United States. To implement this plan, Waddell 
& Reed organized United Capital Management, Inc. 
to act as Fund’s investment adviser. 4/ 


Lynch was United Capital Management's president. He 
managed Fund’s portfolio from New York City. Lynch 
or someone under his supervision and direction selected 
each of the securities to be purchased or sold for Fund’s 
portfolio and selected the executing broker. 


Fund's directors were obligated by its Articles of Asso- 
ciation to determine Fund’s net asset value weekly for 
purposes of sales and redemptions. In fact, these de- 
terminations were made by Lynch in New York. Dur- 
ing a routine audit of the Fund for the year ending 
August 31, 1969, its independent auditors discovered 
that a number of errors had been made in the weekly 
net asset value computations and that these errors had 
resulted in gross overstatements of Fund’s worth. As a 
result of the auditor’s preliminary report to it, Fund, 
on December 10, 1969, suspended all sales and redemp- 
tions. Auditors thereafter reconstructed Fund’s books 
from August 1968 onward and redetermined the week- 
ly net asset values for the period from July 25, 1968 
to December 10, 1969. 5/ 


This reconstruction showed that Lynch had put more 
than $5 million of Fund’s money into securities of 
seven different issuers which were purchased in unre- 
gistered offerings and were thus restricted securities. 
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Fund acquired these positions at prices substantially 
lower than those that it would have had to pay, had 

the securities been unrestricted. Lynch generally 

valued the restricted securities at the market prices 
prevailing for freely trading securities of the same issuer 
and class. In one case, however, where there was no pub- 
lic market for any of the issuer's securities, he valued 
the securities at twice the price paid for them. And in 
another instance, he valued the securities at three 

times the market value of freely trading securities of 
the same issuer and class. 


Fund's directors proceeded to redetermine the value 

of all of its restricted securities. Lynch’s valuations 
were from 25% to 365% over what the board regarded 
as the fair value of the securities. The directors also de- 
termined that Lynch had overvalued the freely trading 
securities of five issuers. In sum, the board concluded 
that Lynch's overvaluations of securities alone caused 
the Fund’s weekly net asset value to be overstated by 
amounts ranging from $1.1 million to $4 million. 
Since Fund’s total assets peaked at about $27.5 million, 
these errors were substantial. 6/ 


But that wasn’t all. The auditors also found other gross 
discrepancies in Fund’s accounts. These errors had a 
material impact on Fund’s net asset value between No- 
vember 28, 1968 and December 9, 1969. Moreover, 
the Fund’s official books and records were not kept 
current, nor was a double entry bookkeeping system 
used. Consequently, Lynch’s errors in making certain 
calculations were undiscovered and carried forward 
from week to week. The combined effect of Lynch's 
overvaluations of the assets of the Fund and the 

gross accounting errors resulted in: 


(A) A peak overstatement of net asset value per share 
by some 43.5% in July 1969; and 


(B) Overpayments of $960,000 to redeeming investors 
who were paid off at the overstated net asset values. 7/ 


il. 
The hearing officer also found that Lynch had partici- 
pated in drafting Fund’s prospectuses and that those 
Prospectuses were deceptive because: 


1. They said that the investment expertise of Waddell 
& Reed’s Canadian subsidiary 8/ and to a lesser extent 
that of Waddell & Reed itself would be used for Fund’s 
benefit. These entities were described as having exten- 
sive experience in managing billions of dollars in mutual 
fund assets for investors around the world. In fact, 
neither Waddell & Reed nor its Canadian affiliate was 
ever actively involved with Fund until after Lynch had 
gotten it into some very hot water. Fund was run by 
Lynch. And the prospectuses did not disclose that. 

Nor did they point out that Lynch’s experience in 
mutual fund management was quite limited. 


2. The prospectuses led investors to believe that net 
asset value would be calculated in accordance with com- 
monly accepted valuation procedures and on the basis 
of books and accounts that were correctly and currently 
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posted. This wasn’t so at all. As has already been noted, 
Lynch's valuations and computations were inaccurate, 
inflated, and in some instances downright bizarre. 


IV. 
We hold, as did the hearing officer, that: 


(A) The continuing and substantial overvaluations of 
Fund’s net asset value were fraudulent. They deceived 
investors who bought on the strength of illusory per- 
formance records. They also led to the unjust enrich- 
ment of redeeming shareholders who were paid off on 
the basis of inflated net asset values. Of course, the 
burden of these overpayments was borne by the share- 
holders who did not redeem. 9/ 


(B) Lynch was primarily responsible for those fraudu- 
lent overvaluations. 10/ 


(C) The prospectuses’ affirmative representations about 
Waddell & Reed were materially deceptive. And we 
adopt as our own the administrative judge’s conclu- 
sion that “The failure of the prospectuses to disclose 
that in reality it was Lynch who would be, or who 

was, exercising essentially complete discretion and 
judgment in managing the Fund ... and the failure to 
disclose his relatively limited experience in fund man- 
agement constituted a fraud on actual and prospective 
shareholders of the Fund.” 


(D) Lynch was involved in the preparation of the pro- 
spectuses and actually knew (not merely should have 
known) that they bore no relation to reality. 11/ 


(E) By reason of the foregoing Lynch willfully vio- 
lated and willfully aided and abetted violations by 
others of the antifraud provisions of the Securities 
Act, 12/ the Securities Exchange Act, 13/ and the 
Investment Advisers Act. 14/ 


V. 
Lynch maintains that Fund was a wholly foreign affair. 
He goes on to argue that this means that we lack juris- 
diction over the subject matter of the cause. But the 
only thing foreign about Fund was the nationality of the 
victims. 


As the administrative judge pointed out: 


“[N] ecessary and substantial acts constituting the offen- 
ses charged occurred in New York. ... Not only did the 
substantial and arbitrary or grossly negligent over-valua- 
tion of ... Fund’s portfolio securities and other assets 
occur within the United States, but ... Fund’s prospec- 
tuses, too, were drafted and reviewed in New York. 
Moreover ... Lynch’s regular duties respecting ... Fund 
were performed within the United States. 


“While it may be true in one sense that the fraud ... was 
not ‘consummated’ until the fraudulent prospectuses and 
... Valuations were communicated to ... Fund and its 
shareholders overseas, it does not follow that the aspects 
of the fraud that did occur within the United States were 
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not ‘necessary and substantial’ elements of the fraud 
charged. Indeed, it is quite evident that the aspects of 
the fraud that occurred within the United States were 
.... indispensable ....Considering how ... Fund was 
formed, controlled, and managed, the fraud ... clearly 
bears a ‘made in U.S.A. label.’ “”’ 


Thus Lynch used the United States as a base for a fraudu- 
lent scheme. The antifraud provisions of the securities 
statutes proscribe that. And it is now well settled that 
this is so even when all the victims are foreigners. 15/ 


Lynch was the principal perpetrator of a massive fraud. 
He makes no effort to explain or excuse his hyperimagin- 
ative valuations. 16/ Nor does he pretend that Fund’s 
prospectuses were accurate. Moreover, he appears un- 
repentant. 17/ 


Accordingly, we agree with the administrative judge 
that the public interest calls for a bar order. Mitiga- 

tive factors may be present. 18/ But the administrative 
law judge took full account of them when he softened 
his bar with provisions looking toward Lynch’s possible 
return to the business in a supervised capacity after the 
lapse of one year. 19/ No showing has been made that 
would warrant a more indulgent view. 20/ 


Vil. 
An appropriate order will issue. 21/ 


By the Commission (Chairman GARRETT and Commis- 
sioners LOOMIS, EVANS and SOMMER), Commissioner 
POLLACK not participating. 


George A. Fitzsimmons 
Secretary 


1/ Hence the order for proceedings makes no reference 
to any of the Investment Company Act's substantive pro- 
visions. 


2/ Section 9(b) provides in pertinent part: “The Com- 
mission may ... prohibit ... any person from serving or 
acting as an employee, officer, director, member of 

an advisory board, investment adviser or depositor of, 
or principal underwriter for, a registered investment 
company or affiliated person of such investment ad- 
viser, depositor, or principal underwriter ....”’ 


3/ The case is here on Lynch’s petition for review. 
Our findings are based on an independent review of 
the record. 


4/ Waddell & Reed did that through a Canadian subsidi- 
ary. 


5/ The reconstruction was necessary because Fund’s 
books, which were kept in Nassau, were inaccurate. 


6/ The $27.5 million figure is based on Fund’s recom- 
putation. That high point was reached on February 12, 
1969. 


7/ Waddell & Reed later reimbursed Fund for these 


overpayments. 
8/ See n.4, supra. 


9/ Compare Mates Financial Services, 44 SEC 246, 253- 
254 (1970): “The valuation of restricted securities at 
the market quotations for unrestricted securities of the 
same class, or at slight discounts from such quotations, 
is improper except in most unusual circumstances.... The 
valuation procedures followed ... gave the Fund, whose 
investment policy and attendant publicity stressed per- 
formance, the appearance of greater appreciation in 
value than was justified had proper valuation procedures 
been followed .... There was thus created a distorted pic- 
ture of the Fund’s performance which affected investors’ 
decisions to redeem or to continue to hold their shares.” 
See also Winfield & Co., Inc., 44 SEC 811, 817 (1972): 
“[V] aluation of portfolio securities by an investment 
company is ... critical .... Such valuation largely deter- 
mines the price at which shares of the company are 

sold and redeemed and the compensation of the invest- 
ment adviser where, as here, such compensation is 

based on net assets. Moreover, investors may be mis- 

led by the reported performance of an investment 
company where portfolio securities are not properly 
valued.” The valuation problem arises from the fact 
that restricted securities are securities that cannot be 
sold freely on the public market, with certain excep- 
tions, unless a Securities Act registration has first be- 
come effective. In other words, as long as the securities 
are restricted, the holder cannot, as a practical matter, 
realize the market value on any given day. Both Mates 
and Winfield involved investment companies registered 
with us under the Investment Company Act. But the 
disclosure truisms in those opinions are also applicable 
to unregistered investment companies. An investment 
company does not acquire a license to deceive because 
it happens to fall outside the purview of the Invest- 
ment Company Act. 


10/ Lynch’s efforts to raise doubts about this by 
pointing to differences of opinion among the auditors 
and to the directors’ derelictions do not aid him. We 

do not see how the divergent views of the auditors 
(which seem to stem from the fact that the first group 
of auditors did not look into the affair as intensively 

as the second did) can negative or mitigate Lynch’s cul- 
pability. The valuations were his. And he makes no 
effort to justify them. That the second group of audi- 
tors made some demonstrable errors with respect to 
subjects that had nothing to do with Lynch’s valuations 
has no bearing on the matter. As for Fund's directors, 
they may well have been derelict. But their wrong- 
doing was secondary. Lynch was the primary wrongdoer. 
As such, he cannot defend on the ground that other 
people should have watched him more closely. 


11/ Here again Lynch seeks to absolve himself by blam- 
ing others. He says that his role in the preparation of 
the prospectuses was slight and argues that it was the 
handiwork of his superiors in the Waddell & Reed hier- 
archy and of counsel. But he concedes that he had 
something to do with the prospectuses. And it is ob- 
vious that Lynch knew more than anyone else could 
possibly have known about his own valuations and 
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about Fund’s modus operandi. These circumstances are 
enough to make him responsible for the prospectuses’ 
deficiencies. Indeed, his knowledge that they were ser- 
iously deficient and that they were being used by the 
investment company that he was managing would be 
enough to render him responsible for the fraudulent 
prospectuses even if he had never had anything at all 

to do with preparing them. 


12/ Section 17(a). 
13/ Section 10(b) and Rule 10b-5 thereunder. 
14/ Section 206. 


15/ In JIT v. Vencap, Ltd., 519 F.2d 1001, the Court 
of Appeals for the Second Circuit said: ‘We do not 
think Congress intended to allow the United States 

to be used as a base for manufacturing fraudulent se- 
curity devices for export, even when these are peddied 
only to foreigners. This country would surely look 
askance if one of our neighbors stood by silently 

and permitted misrepresented securities to be poured 
into the United States. By the same token it is hard 
to believe Congress meant to prohibit the SEC from 
policing similar activities within the country ....” 

And on that same day the court underscored this in 
the companion case of Bersch v. Drexel Firestone, 
Inc., 519 F.2d 974, where it said: “We are ... hold- 
ing ... that Congress did not mean the United States 
to be used as a base for fraudulent securities schemes 
even when the victims are foreigners, at least in the 
context of suits by the SEC or by named foreign plain- 
tiffs.” See also SEC v. United Financial Group, Inc., 
474 F.2d 354 (C.A. 9, 1973); SEC v. Gulf Interconti- 
nental Finance Corp., 223 F. Supp. 987, 995 (S.D. 
Fla. 1963). 


16/ No other reason for them having been suggested, 
we are constrained to agree with the administrative 
judge’s diagnosis that ““Lynch’s overvaluations ... 
were dictated by his desire to make his Fund’s ‘per- 
formance’ look better than it was.” 


17/ Nothing in Lynch's papers suggests that he has 
any comprehension of the standards to which profes- 
sionals in the securities business must adhere. Even 
at this late date he refuses to grapple with the facts. 
Instead, he complains about the injustice of the fact 
that his co-respondents who settled got off more 
lightly than he and about our staff’s delay in bring- 
ing the matter on for hearing. 


Both contentions are without merit. Our determina- 
tions with respect to settlements are influenced by 
pragmatic administrative considerstions that have 
no proper place in the consideration of fully litigated - 
cases after a record has been made. See Samuel H. 
Sloan, Securities Exchange Release No. 11376, 

p. 6, n. 24 (April 28, 1975), 6 SEC Docket 772, 
775-776; Haight & Company, 44 SEC 481, 512-513 
(1971), affirmed without opinion (C.A.D.C., June 
30, 1971); Security Planners Associates, Inc., 44 
SEC 738, 743-744 (1971). See also First Detroit 
Securities Corporation, Securities Exchange Act 
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Release 10706 (March 27, 1974), 3 SEC Docket 752, 
753. As we said in Samuel H. Sloan, supra, 6 SEC 
Docket at 776: ‘If respondents were assured that a 
trial could never result in a sanction more severe than 
the one suggested by our staff in settlement discussions, 
they would have little, if any, incentive to settle.” An 
even more basic flaw in Lynch’s position is his implicit 
assumption that all respondents in a multi-respondent 
proceeding must be treated alike without regard to the 
facts and circumstances that differentiate one man’s 
case from another's. A rule of that sort could only 
promote injustice. And there is no such rule. Cf. Butz 
v. Glover Livestock Commission Co., 411 U.S. 182, 
187 (1973), citing with approval Hiller v. SEC, 429 
F.2d 856, 858-859 (C.A. 2, 1970) and Diugash v. 
SEC, 373 F.2d 107, 110 (C.A. 2, 1967). What has 
just been said is very much in point here. There were 
only two individual respondents in these proceedings. 
One was Lynch himself. The other was Fund’s sales 
manager. Thr: sates manager represented to us in miti- 
gation “thai he was not aware of the overvaluation ... 
[and] that, as sales manager, he did not participate in 
and had no supervision or control over the manage- 
ment of [Fund’s] portfolio.” Waddell & Reed, Inc., 
Securities Exchange Act Release No. 9790, Invest- 
ment Company Act Release No. 9790, Investment 
Company Act Release No. 7384, p. 4 (September 25, 
1972). It is thus obvious that Lynch’s case has noth- 
ing in common with the sales manager’s. To treat the 
two cases as though they were fungible, would be ir- 
rational and unjust. 


Turning to Lynch's claim of undue delay, we agree 
with the hearing officer that ““The record does not sup- 


port the charge that the Division engaged in dilatory tac- 


tics. The delay in bringing the proceeding to an early 
hearing is accounted for by the fact that extended dis- 
cussions were held with numerous respondents ..., all 
of whom eventually settled ... except for Lynch. In 
addition, a number of motions filed by various respond- 
ents challenging the Commission’s jurisdiction delayed 
the setting of an earlier hearing date in this proceed- 
ing.” The administrative judge then added: ‘Moreover, 
the record does not disclose that ... Lynch objected to 
the various postponements prompted by settlement 
discussions or that he ever moved to set the matter 
down for early trial.”” The last point is crucial. Com- 
pare Milton J. Wallace, Securities Exchange Act Re- 
lease No. 11252 (February 14, 1975), 6 SEC Docket 
300, 302. 


18/ The administrative judge thought so. He said at the 
close of his initial decision: “Firstly, ... Lynch has not 
heretofore been sanctioned ... for any prior violations 
.... Secondly, the record suggests that neither the other 
respondents ... nor the Board of Directors ... exercised 
any effective or meaningful control or supervision over 
Lynch. While this does not excuse his transgressions, 

it helps explain why they continued over so long a 
period. Lastly, the belief, though erroneous, that U.S. 
securities laws were inapplicable has some value in 
mitigation.” 


19/ Our staff did not seek review of this aspect of the 
initial decision. Nor did we choose to bring it up for ’ 
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review on Our own motion. Hence we are not now at 
liberty to substitute such views as we may have on this 
phase of the matter for those of the administrative 
judge. His holding on this point is now the law of the 
case. 


20/ And we do not see how Lynch’s return to the se- 
curities industry in an unsupervised, managerial post 
could possibly be squared with the public interest. 


21/ Lynch’s exceptions to the initial decision are over- 


ruled or sustained to the extent that they are incon- 
sistent or in accord with our decision. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11737/October 15, 1975 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 481/October 15, 1975 


Admin. Proc. File No. 3-3115 
In the Matter of 


ROBERT F. LYNCH 
3 Dogwood Hill Road 
Brookville, New York 


ORDER IMPOSING REMEDIAL SANCTIONS 


On the basis of the Commission’s opinion issued this 
day, it is 


ORDERED that Robert F. Lynch be, and he hereby 
is, barred from association with any broker or dealer; 
and it is further 


ORDERED that the foregoing shall not preclude 
Lynch from associating himself with a registered 
broker-dealer after: 


(A) One year has elapsed from the date hereof; and 


(B) His showing that he will be adequately supervised 
in any such association has been found satisfactory 
by this Commission’s staff; and it is further 


ORDERED that the said Robert F. Lynch be, and he 
hereby is, prohibited from serving or acting as an em- 
ployee, officer, director, member of an advisory 
board, investment adviser or depositor of, or princi- 
pal underwriter for, any registered investment com- 
pany or any affiliated person of such investment ad- 
viser, depositor, or principal underwriter; and it is 
further 


ORDERED that the foregoing prohibitions may be 
lifted or modified after one year from the date 
hereof upon a showing satisfactory to this Com- 
mission’s staff that either: 


(1) Lynch will be adequately supervised; or 


(2) Such lifting or modification will be subject to other 
safeguards sufficient to satisfy the public interest. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11738/October 15, 1975 


Admin. Proc. File No. 3-4746 

In the Matter of 

COMMERCIAL SOLVENTS CORPORATION 
APPLICATION PURSUANT TO SECTION 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until October 31, 1975 
to request a hearing on an application by Commercial 
Solvents Corporation (the ““Applicant’’), a wholly- 
owned subsidiary of International Minerals and Chemi- 
cal Corporation (“IMC”), pursuant to Section 12(h) of 
the Securities Exchange Act of 1934 for an order ex- 
empting the Applicant from the reporting requirements 
of Section 13 of the 1934 Act. 


The Applicant’s 442% Convertible Subordinated Deben- 
tures due 1991 (the Debentures”) are listed on the 
New York Stock Exchange, where there has been lim- 
ited trading activity. The Debentures will be uncondi- 
tionally guaranteed by IMC and none of the securities 
of the Applicant (other than the Debentures) are pre- 
sently held by any person other than IMC. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11739/October 15, 1975 


Admin. Proc. File No. 3-4455 

In the Matter of 

LEXINGTON CAPITAL CORPORATION 
50 Broadway 

New York, New York 

(8-15780) 


1VOR TANENHAUS 


ORDER IMPOSING REMEDIAL SANCTIONS 
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in these broker-dealer proceedings under the Securities 
Exchange Act, Lexington Capital Corporation (“‘regis- 
trant’’), a registered broker-dealer, has submitted a 
stipulation and consent. Ivor Tanenhaus, a vice-presi- 
dent of registrant, has submitted an offer of settlement 
which the Commission has determined to accept. 


On the basis of the order for proceedings, registrant's 
consent and Tanenhaus’s offer of settlement, it is 
found that: 


1. Registrant willfully violated Sections 5(b) and 17(a) 
of the Securities Act and Sections 10(b), 15(c) and 17(a) 
of the Exchange Act and Rules 10b-5, 10b-6, 15c3-1, 
17a-3 and 17a-4 thereunder. 


2. Registrant willfully violated Section 7{c)(1) of the 
Exchange Act and Regulation T promulgated there- 
under by the Board of Governors of the Federal Re- 
serve System. 


3. Tanenhaus willfully violated Sections 5(b) and 17(a) 
of the Securities Act and Section 10(b) of the Exchange 
Act and Rules 10b-5 and 10b-6 thereunder, and willfully 
aided and abetted violations of Section 17(a) of the Ex- 
change Act and Rules 17a-3 and 17a-4 thereunder. 


in view of the foregoing, it is in the public interest to 
impose the sanctions to which respondents have con- 
sented. 


Accordingly, IT iS ORDERED that: 


1. The registration as a broker and dealer of Lexington 
Capital Corporation be, and it hereby is, revoked, and 


2. Ivor Tanenhaus be, and he hereby is, suspended 
from association with any broker, dealer, investment 
adviser or investment company for a period of six 
months, effective as of the date hereof, and barred 
from any such association in a supervisory or pro- 
Prietary capacity. 


For the Commission by the Office of Opinions and 
Review, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11740/October 15, 1975 


See Securities Act of 1933 Release No. 5629/October 15, 
1975. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11741/October 15, 1975 


In the Matter of 


MUNICIPAL SECURITIES RULEMAKING BOARD 
c/o Sykes, Galloway & Dikeman 

120 Broadway 

New York, New York 10005 


(SR-MSRB-75-1) 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
PURSUANT TO SECTION 19(b)(1) OF THE SECURI- 
TIES EXCHANGE ACT OF 1934; ORDER DECLARING 
PROPOSED RULE CHANGES EFFECTIVE 


NOTICE IS HEREBY GIVEN that the Municipal Securi- 
ties Rulemaking Board (the “‘Board’’), has filed with the 
Commission pursuant to section 19(b) of the Securities 
Exchange Act of 1934 (the “’Act’’) proposed rules (re- 
ferred to herein as “proposed rule changes”) as follows: 


Rule 1. Definitions. 


(a) For purposes of the rules of the Municipal Securi- 
ties Rulemaking Board, the terms used in such rules 
shall have the respective meanings set forth in the 
Securities Exchange Act of 1934 (15 U.S.C. 78a et 
seq.) and the rules and regulations of the Securities 
and Exchange Commission thereunder. 


(b) The term “Act” shall mean the Securities Exchange 
Act of 1934, as from time to time amended. 


(c) The term “Board” shall mean the Municipal Securi- 
ties Rulemaking Board. 


(d) The term “‘Commission” shall mean the Securities 
and Exchange Commission. 


Rule 2. Meetings of the Board. 


(a) Meetings of the Board shall be held at such times 
and places as the Board shall from time to time de- 
termine or as provided by rule of the Board. 


(b) Notice of the time and place of a meeting of the 
Board shall be mailed to each member at such mem- 
ber’s address appearing in the records of the Board, 
not later than the seventh day preceding the date on 
which the meeting is to be held, or shall be given by 
telephone or telegraph or by personal delivery not 
later than the third day preceding the date on which 
the meeting is to be held. Notice of a meeting of the 
Board need not be given to any member who submits 
a signed waiver of notice before or after the meeting, 
or who attends the meeting without protesting, prior 
thereto or at its commencement, the lack of notice 
to such member. 


(c) A quorum of the Board shall consist of two-thirds 
of the members of the Board (at least one of whom 
shall be a public representative, one a broker-dealer 
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representative and one a bank representative), and any 
action taken by the affirmative vote of not less than 
eight members of the Board at any meeting at which 

a quorum is present shall constitute the action of the 
Board. Unless otherwise provided by rule of the Board, 
the Board may act by resolution. 


(d) Action by the Board may be taken without a meet- 
ing by written consent signed by each of the members 
of the Board and setting forth the action so taken. 


Rule 3. Rulemaking Procedures. 


The Board shall propose and adopt such rules as the 
Board, subject to the approval of the Commission, 
shall deem necessary or appropriate to effect the pur- 
poses of the Act with respect to transactions in muni- 
cipal securities effected by brokers, dealers and mun- 
icipal securities dealers, including, as a minimum, 
rules relating to those matters prescribed in section 
15B(b)(2)(A) through (K) of the Act. 


Upon adoption by the Board, the Board shall submit 
rule proposals to the Commission in accordance with 
the procedures set forth in section 19(b) of the Act 
and shall file such rule proposals with the appropriate 
regulatory agencies in accordance with the provisions 
of section 17(c)(1) of the Act. A rule proposal of the 
Board shall become a rule of the Board upon its approval 
by the Commission, pursuant to section 19(b)(2) of 
the Act, or upon filing with the Commission in accord- 
ance with the provisions of section 19(b)(3)(A) of the 
Act, or upon the determination of the Commission in 
accordance with the provisions of section 19(b)(3)(B) 
of the Act. Documents required to be submitted to 

the Commission in connection with rule proposals of 
the Board may be signed on behalf of the Board by 
any member of the Board designated by the Board 

for that purpose by resolution. 


Rule 4. Separately Identifiable Department or Division 
of a Bank. 


(a) A separately identifiable department or division 
of a bank, as such term is used in section 3(a)(30) of 
the Act, is that unit of the bank which conducts all 
of the activities of the bank relating to the conduct 
of business as a municipal securities dealer (‘“munici- 
pal securities dealer activities’), as such activities are 
hereinafter defined, provided that: 


(1) Such unit is under the direct supervision of an 
officer or officers designated by the board of direc- 
tors of the bank as responsible for the day-to-day 
conduct of the bank’s municipal securities dealer ac- 
tivities, including the supervision of all bank em- 
ployees engaged in the performance of such activi- 
ties; and 


(2) There are separately maintained in or separately 
extractable from such unit’s own facilities or the 
facilities of the bank, all of the records relating to 
the bank’s municipal securities dealer activies, and 
further provided that such records are so maintained 
or otherwise accessible as to permit independent ex- 


amination thereof and enforcement of applicable provi- 
sions of the Act, the rules and regulations thereunder 
and the rules of the Board. 


(b) For purposes of this rule, the activities of the bank 
which shall constitute municipal securities dealer activi- 
ties are as follows: 


(1) underwriting, trading and sales of municipal securi- 
ties; 


(2) processing and clearance activities with respect to 
municipal securities; 


(3) research, analysis and preparation of literature for 
use in connection with the activities described in paragraph 
(1) above; and 


(4) maintenance of records pertaining to the activities 
described in paragraphs (1) through (3) above. 


(c) The fact that directors and senior officers of the bank 
may from time to time set broad policy guidelines affect- 
ing the bank as a whole and which are not directly related 
to the day-to-day conduct of the bank’s municipal se- 
curities dealer activities, shall not disqualify the unit 
hereinbefore described as a separately identifiable de- 
partment or division of the bank or require that such 
directors or officers be considered as part of such unit. 


(d) The fact that the bank’s municipal securities dealer 
activities are conducted in more than one geographic 
organizational or operational unit of the bank shall not 
preciude a finding that the bank has a separately iden- 
tifiable department or division for purposes of this 
rule, provided, however, that all such units are identi- 
fiable and that the requirements of subparagraphs (1) 
and (2) of paragraph (a) of this rule are met with 
respect to each such unit. All such geographic, organi- 
Zational or operational units of the bank shall be con- 
sidered in the aggregate as the separately identifiable 
department or division of the bank for purposes of 
this rule. 


Such proposed rule changes were adopted by the Board 
in accordance with its authority under sections 15B(b) 
(2)(H) and 15B(b)(2)(1) of the Act. 


In connection with the filing of the proposed rule 
changes, the Board designated rules 2 and 3 as con- 
cerned solely with the administration of the Board 
and therefore filed and effective upon filing pursuant 
to the provisions of section 19(bl)(3)(A) of the Act. 
The Board further submitted that rules 1 and 4 should 
be put into effect summarily, pursuant to section 
19(b)(3)(B) of the Act, as necessary for the protection 
of investors, the maintenance of fair and orderly mar- 
kets, and the safeguarding of securities and funds. 


The Commission finds that such proposed rule changes 
will permit banks which have separately identifiable 
departments or divisions meeting the requirements 

of the proposed rule changes to register such depart- 
ments or divisions with the Commission in a timely 
and orderly manner and that therefore such proposed 
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rule changes should be put into effect summarily since 
the Commission finds that such action is necessary for 
the protection of investors, the maintenance of fair 
and orderly markets, and the safeguarding of securities 
and funds. 


IT IS THEREFORE ORDERED, pursuant to section 
19(b)(3)(B) of the Act, that rules 1 and 4 of the 
Board, be, and each of them hereby is, put into effect; 
and 


IT IS FURTHER ORDERED, that for purposes of the 
filing of rules 1 and 4 of the Board required to be made 
under section 19(b)(1) of the Act, pursuant to section 
19(b)(3)(B) of the Act, the date of such filing is deemed 
to be the date the proposed rule changes were originally 
filed with the Commission, i.e., October 10, 1975. 


Publication of the text of the proposed rule changes is 
expected to be made in the Federa/ Register during the 
week of October 20, 1975. Interested persons are in- 
vited to submit written data, views and arguments con- 
cerning such submission within 30 days from the date 
of such publication. Under the provisions of section 
19(b)(3)(C) of the Act, the Commission may summarily 
abrogate the proposed rule changes if it appears to the 
Commission that such action is necessary or appropri- 
ate in the public interest, for the protection of invest- 
ors, or otherwise in furtherance of the purposes of the 
Act. Pending any such action by the Commission, the 
proposed rule changes remain in effect and are valid and 
enforceable rules of the Board to the extent indicated 
in section 19(b)(3)(C) of the Act. Persons desiring to 
make written submissions with respect to the pro- 
posed rule changes should file six copies thereof with 
the Secretary of the Commission, Securities and Ex- 
change Commission, 500 North Capitol Street, Wash- 
ington, D. C. 20549. Reference should be made to 

File No. SR-MSRB-75-1. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11742/October 15, 1975 


ADOPTION OF RULE 15Ba2-1, RELATED FORM 
MSD, RULE 15Ba2-2 AND TEMPORARY RULE 
15Ba2-3(T) RELATING TO THE REGISTRATICN 
OF MUNICIPAL SECURITIES DEALERS UNDER 
SECTION 15B(a) OF THE SECURITIES EXCHANGE 
ACT OF 1934; ADOPTION OF TEMPORARY RULE 
15a-1(T) RELATING TO THE REGISTRATION OF 
MUNICIPAL SECURITIES BROKERS AND DEALERS 
UNDER SECTION 15 OF THE ACT; AND DELEGA- 
TION OF AUTHORITY TO THE STAFF OF THE 
COMMISSION 


The Securities and Exchange Commission announced 
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today that it has adopted rule 15Ba2-1, 1/ related 
Form MSD, 2/ rule 15Ba2-2, 3/ and temporary rules 
15a-1(T) 4/ and 15Ba2-3(T), 5/ effective immediate- 
ly, in accordance with the Administrative Procedure 
Act (5 U.S.C. 551 et seq,), and pursuant to the Com- 
mission’s authority under the Securities Exchange Act 
of 1934 (the ““Act’’), 6/ particularly sections 2, 3, 
15, 17 and 23 thereof 7/ and section 13 (new section 
15B of the Act) of the Securities Acts Amendments 
of 1975 (the “1975 Amendments”). 


Rule 15Ba2-1 provides that municipal securities 
dealers which are banks or separately identifiable 
departments or divisions of banks must apply for 
registration with the Commission under section 
15B(a) of the Act on Form MSD. Rule 15Ba2-2 
requires non-bank municipal securities dealers whose 
business is exclusively intrastate (“intrastate dealers’’) 
to apply for registration with the Commission under 
section 15B(a) of the Act on Form BD, and prescribes 
certain additional procedures relating to the registra- 
tion of such dealers. Temporary rules 15a-1(T) and 
15Ba2-3(T) temporarily exempt municipal securities 
brokers and dealers from the registration require- 
ments of sections 15 and 15B(a) of the Act, respec- 
tively, provided that such persons file their applica- 
tions for registration with the Commission not later 
than November 30, 1975, and otherwise comply 
with all applicable rules and regulations of the 
Commission and the Municipal Securities Rulemak- 
ing Board to the same extent as if they were regis- 
tered on December 1, 1975. 


In connection with the adoption of rules 15Ba2-1 
and 15Ba2-2, the Commission has provided, effec- 
tive immediately, in accordance with the Adminis- 
trative Procedure Act, delegated authority, pursuant 
to Public Law 87-592, 76 Stat. 394, 8/ to the Di- 
rectors of the Office of Reports and Information Ser- 
vices and the Division of Market Regulation to grant 
applications for registration of municipal securities 
dealers under section 15B(a) of the Act. 


INTRODUCTION 


On June 4, 1975, the 1975 Amendments were signed 
into law, substantially amending the Act and estab- 
lishing a comprehensive framework for the regulation 
of the activities of municipal securities brokers and 
dealers. Under new section 15B(a) of the Act, as added 
by the 1975 Amendments, municipal securities dealers 
which are banks, or separately identifiable departments 
or divisions of banks, and intrastate dealers are requir- 
ed to be registered with the Commission in accordance 
with such rules as the Commission may prescribe as 
necessary or appropriate in the public interest or for 


the protection of investors. Section 15B(a)(1) provides: 


It shall be unlawful for any municipal securities 
dealer (other than one registered as a broker or 
dealer under section 15 of this title) to make use 
of the mails or any means or instrumentality of 
interstate commerce to effect any transaction 

in, or to induce or attempt to induce the purchase, 
or sale of, any municipal security unless such mun- 
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icipal securities dealer is registered in accordance with 


«4, this subsection. 


Non-bank municipal securities dealers other than intra- 
state dealers and municipal securities brokers are required 
to be registered under section 15 of the Act and to apply 
for registration on Form BD, the standard registration 
form for brokers and dealers. 9/ The provisions of sec- 
tions 15 and 15B(a) become applicable to municipal 
securities brokers and dealers on December 1, 1975. 10/ 


On August 11, 1975, the Commission issued Securities 
Exchange Act Release No. 11585 (“Release No. 11585”), 
11/ announcing procedures for the registration of muni- 
cipal securities brokers and dealers under section 15 of 
the Act, giving notice of proposed rule 15Ba2-1, related 
proposed Form MSD, and proposed rule 15Ba2-2, and 
soliciting comments on the proposed rules and Form 

and on other matters relating to the registration of mun- 
icipal securities brokers and dealers. 12/ 


in Release No. 11585 the Commission indicated that 
municipal securities brokers and non-bank municipal 
securities dealers other than intrastate dealers would 
be required to apply for registration on Form BD. 
The Commission urged that such municipal securities 
brokers and dealers file their applications for registra- 
tion with the Commission as promptly as possible to 
facilitate processing in an orderly and timely manner. 
Proposed rule 15Ba2-1 provided that banks would 
be required to apply for registration with the Com- 
| mission on a new application form, Form MSD, and 
\'to file a statement of financial condition in connec- 
tion with such application. Proposed rule 15Ba2-2 
provided that intrastate dealers would be required 
to apply for registration with the Commission on 
Form BD and to file the statements required by rule 
15b1-2. 


The Commission stated in Release No. 11585 that 

banks which meet the definition of “municipal securities 
dealer” in section 3(a)(30) of the Act would be required 
to be registered with the Commission under section 15B 
(a) of the Act unless the Municipal Securities Rulemak- 
ing Board (the “Board”), in accordance with its author- 
ity under section 15B(b)(2)(H) of the Act, had defined 
by rule the term “separately identifiable department or 
division” with respect to banks, and the prospective 
bank applicant had a department or division meeting 

the requirements of the Board’s rule. 13/ On October 
10, 1975 the Board filed rule proposals with the Com- 
mission relating to, among other matters, the defini- 

tion of a “separately identifiable department or divi- 
sion” of a bank. These rules have become effective 

and are presently rules of the Board for purposes of 

the Act. 14/ The text of the Board’s rule defining a 
“separately identifiable department or division” of a 
bank and a general definitional rule of the Board are 

set forth elsewhere in this release. 


Banks Subject to Registration as Municipal Securities 
lealers 


Section 3(a)(30) of the Act defines a “municipal se- 
curities dealer” as follows: 


... any person (including a separately identifiable 
department or division of a bank) engaged in the 
business of buying and selling municipal securi- 
ties for his own account, through a broker or 
otherwise, but does not include -- 


* * * 


a bank, unless the bank is engaged in the business 
of buying and selling municipal securities for its 
own account other than in a fiduciary capacity, 
through a broker or otherwise: Provided, how- 
ever, That if the bank is engaged in such business 
through a separately identifiable department or 
division (as defined by the Municipal Securities 
Rulemaking Board in accordance with Section 
15B(b)(2)(H) of this title), the department or di- 
vision and not the bank itself shall be deemed to 
be the municipal securities dealer. 


whether a bank 15/ is “engaged in the business” of 
buying and selling municipal securities for its own 
account as a dealer is a factual question to be resolved 

in light of all relevant circumstances. However, the Com- 
mission believes that it is appropriate to set forth cer- 
tain guidelines to assist individual banks indetermining 
whether to apply for registration with the Commission. 


The definition of a ““municipal securities dealer” in 
section 3(a)(30) of the Act, as it applies to banks, in- 
corporates language found in the definition of a 

“dealer” in section 3(a)(5) of the Act and thus tradi- 
tional concepts of what constitute dealer activities. 

A bank which buys and sells municipal securities 

solely for investment for its own account or for accounts 
for which it acts as a fiduciary will not generally be classi- 
fied as a dealer, even though such purchases and sales 

are made with some frequency. Virtually every bank 

has municipal securities in its investment portfolio, and 
purchases and sales may occur to accommodate changes 
in the bank’s financial position or to reflect investment 
decisions. The Commission believes that it was not the 
intent of Congress that every bank engaged in such in- 
vestment-type activity register as a dealer. 


In the view of the Commission, activities which may 
subject a bank to the registration requirements of the 
Act applicable to municipal securities dealers, if the 
jurisdictional means are used, 16/ are as follows: 


(1) underwriting, which includes participation a syn- 
dicate or joint account for the purchase of municipal 
securities; 


(2) maintaining a trading account in municipal securi- 
ties or otherwise carrying a dealer inventory in munici- 
pal securities; 17/ 


(3) - advertising or listing as a dealer in professional pub- 
lications such as Standard & Poor’s Blue List of Cur- 
rent Municipal Offerings, the Bond Buyer's Directory 
of Municipal Bond Dealers of the United States, or 
Polk’s World Bank Directory, or advertising in publica- 
tions of general circulation as a dealer in municipal 
securities; or 
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(4) otherwise holding itself out to other dealers or to 
investors as a dealer in municipal securities. 


While the determination of when a bank is a municipal 
securities dealer might be premised on, among other 
matters, the number of transactions engaged in by the 
bank in a non-fiduciary capacity or the rate of turn- 
over of the bank’s inventory of municipal securities, 
the Commission does not now have sufficient data or 
experience with bank municipal securities dealers to 
ascertain whether such tests are appropriate. In any 
event, it would appear that the nature of a bank’s 
activities, rather than the volume of transactions or 
similar criteria, are of greater relevance in determin- 
ing when a bank is a municipal securities dealer. The 
Commission invites written comments from interest- 
ed persons on whether the standards set forth above 
are appropriate for determining whether a bank is a 
municipal securities dealer within the meaning of 
Section 3(a)(30) of the Act, or whether other factors 
should be considered in making such determination. 
Such comments should be submitted in triplicate to 
George A. Fitzsimmons, Secretary of the Commission, 
and should refer to Commission File No. S7-577. All 
such comments will be available for public inspection. 


The Commission also notes that a bank which engages 
in bona fide brokerage transactions on behalf of cus- 
tomers will not, solely for that reason, be considered 
a dealer for purposes of section 3(a)(30) of the Act. 
Banks are excluded from the definition of “broker” 
in section 3(a)(4) of the Act, and thus are not sub- 
ject to the provisiions of the Act requiring brokers to 
register. 18/ 


Separately Identifiable Department or Division of a 
Bank 


Although a bank may meet the definition of a ‘‘mun- 
icipal securities dealer” for purposes of section 3(a) 
(30) of the Act, that section provides that a bank 
will not be considered to be a municipal securities 
dealer if the bank engages in such business through 

a “separately identifiable department or division” 

as defined by the Board in accordance with the 
Board’s authority under section 15B(b)(2)(H) of 

the Act. 19/ If a bank has such a department or 
division, the department or division will be deemed to 
be the municipal securities dealer and only that de- 
partment or division need register. 


The following definitional rules of the Board have 
become effective pursuant to section 19(b) of the 
Act: 20/ 


Rule 1. Definitions. 


(a) For purposes of the rules of the Municipal Securities 
Rulemaking Board, the terms used in such rules shall 
have the respective meanings set forth in the Securities 
Exchange Act of 1934 (15 U.S.C. 78a et seg.) and the 
rules and regulations of the Securities and Exchange 
Commission thereunder. 


(b) The term “Act” shall mean the Securities Exchange 
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Act of 1934, as from time to time amended. 


(c) The term ‘‘Board” shall mean the Municipal Securi- 
ties Rulemaking Board. 


(d) The term “Commission” shall mean the Securities 
and Exchange Commission. 


Rule 4. Separately Identifiable Department or Division 
of a Bank. 


(a) A separately identifiable department or division of 
a bank, as such term is used in section 3(a)(30) of the 
Act, is that unit of the bank which conducts all of the 
activities of the bank relating to the conduct of business 
as a municipal securities dealer (‘“municipal securities 
dealer activities”), as such activities are hereinafter de- 
fined, provided that: 


(1) Such unit is under the direct supervision of an offi- 
cer or officers designated by the board of directors of 
the bank as responsible for the day-to-day conduct of 
the bank’s municipal securities dealer activities includ- 
ing the supervision of all bank employees engaged in 
the performance of such activities; and 


(2) There are separately maintained in or separately 
extractable from such unit’s own facilities or the facil- 
ities of the bank, all of the records relating to the bank’s 
municipal securities dealer activities, and further pro- 
vided that such records are so maintained or otherwise 
accessible as to permit independent examination there- 
of and enforcement of applicable provisions of the Act, 
the rules and regulations thereunder and the rules of 
the Board. 


(b) For purposes of this rule, the activities of the bank 
which shall constitute municipal securities dealer activi- 
ties are as follows: 


(1) underwriting, trading and sales of municipal securi- 
ties; 


(2) processing and clearance activities with respect to 
municipal securities; 


(3) research, analysis and the preparation of literature 
for use in connection with the activities described in 
paragraph (1) above; and 


(4) maintenance of records pertaining to the activities 
described in paragraphs (1) through (3) above. 


(c) The fact that directors and senior officers of the 
bank may from time to time set broad policy guidelines 
affecting the bank as a whole and which are not direct- 
ly related to the day-to-day conduct of the bank’s muni- 
cipal securities dealer activities, shall not disqualify the 
unit hereinbefore described as a separately identifiable 
department or division of the bank or require that such 
directors or officers be considered as part of such unit. 


(d) The fact that the bank’s municipal securities dealer 
activities are conducted in more than one geographijc, 
organizational or operational unit of the bank shall not 
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preclude a finding that the bank has a separately iden- 
f ifiable department or division for purposes of this 
rule, provided, however, that all such units are identi- 
fiable and that the requirements of subparagraphs (1) 
and (2) of paragraph (a) of this rule are met with 
respect to each such unit. All such geographic, organi- 
zational or operational units of the bank shall be con- 
sidered in the aggregate as the separately identifiable 
department or division of the bank for purposes of 
this rule. 


Adoption of Rule 15Ba2-1 and Form MSD 


The Commission has adopted rule 15Ba2-1 and related 
Form MSD with modifications from the form in which 
they were proposed in Relase No. 11585. These include 
the following: 


1. Rule 15Ba2-1, as adopted, makes Form MSD appli- 
cable to separately identifiable departments or divi- 
sions of banks as well as to banks. 


2. The requirement in proposed rule 15Ba2-1 

that an applicant file with the Commission a statement 
of financial condition in connection with its applica- 
tion for registration has been omitted in rule 15Ba2-1, 
as adopted. 


3. New paragraphs (b) and (c) of rule 15Ba2-1 set 
forth requirements for filing amendments to the appli- 
tion and clarify the status of such amendments for 

rposes of sections 17 and 32(a) of the Act. 21/ 





4. With respect to Form MSD, item 5, and the require- 
ment for filing a separate Schedule relating to business 
and educational background, have been revised to make 
clear that only those persons directly engaged in the 

} management, supervision or direction of the applicant's 
municipal securities dealer activities (defined in the in- 

| structions to Form MSD) need to be lised in response to 
the item and to have a detailed statement of their edu- 
cational and business background submitted. 


5. Item 6 in Form MSD has been revised to make clear 
that only those persons directly or indirectly controlling 
applicant’s municipal securities dealer activities and not 
named in answer to item 5 must be identified in response 
to item 6. A detailed statement of educational and busi- 
ness background is not required to be submitted for such 
persons. 


6. Item 7 of Form MSD has been revised to include refer- 
ence to the findings of appropriate bank regulatory agen- 
cies in certain paragraphs. Paragraph (ix) in proposed 
Form MSD has been omitted. Item 7 applies to all em- 
ployees of the applicant engaged in its municipal securi- 
ties dealer activities, as well as to all persons in direct 

or indirect control of the applicant. 


7. Various questions have been added to Form MSD 
|, felating to separately identifiable departments or divi- 
q | fions of banks, to enable the Commission to deter- 
ine whether an applicant which is a department or 
_ division meets the applicable criteria for registration 
| established by the Board in its rule 4 definition. 


8. The form of execution has been changed to clarify 
the responsibility of the executing officer with respect 
to the information set forth in Form MSD. 


9. The instructions to the Form have been expanded 
to clarify specific items in the Form and to define 
certain additional terms used in the Form. 


The Commission finds that the adoption of rule 15Ba2-1 
and related Form MSD is necessary to provide an orderly 
procedure for the prompt registration of municipal securi- 
ties dealers which are banks or separately identifiable 
departments or division of banks and that such adoption 
is therefore necessary and appropriate in the public in- 
terest and for the protection of investors, and that it is 
consistent with the purposes of the Act. The Commission 
also finds that rule 15Ba2-1 and related Form MSD will 
not impose any burden on competition. The Commis- 
sion further finds, in accordance with the Administrative 
Procedure Act (5 U.S.C. 553(b)(3)(B)), that notice and 
public procedure with respect to the changes in the rule 
and Form are impracticable and contrary to the public 
interest as a prerequisite to the adoption of the rule and 
Form, and that such rule and Form should be adopted, 
effective immediately, in accordance with the Adminis- 
trative Procedure Act (5 U.S.C. 553(d)(3)), in order to 
provide an orderly and timely procedure for the regis- 
tration of municipal securities dealers subject to the rule. 


Subsidiaries of Banks and of Bank Holding Companies 


The Commission notes that municipal securities dealers 
which are subsidiaries of banks or of bank holding com- 
panies meet the definition of a “dealer” set forth in 
section 3(a)(5) of the Act. As such these subsidiaries 
will be required to be registered under section 15 of the 
Act, rather than section 15B(a). Accordingly, without 
further action by the Commission, such subsidiaries are 
subject to rules 15b1-1 and 15b1-2 under the Act, and 
required to file for registration on Form BD, rather 
than Form MSD. 


The Commission also wishes to point out that munici- 
pal securities dealers which register under section 15 

of the Act automatically become members of and sub- 
ject to assessments by the Securities Investor Protec- 
tion Corporation (“SIPC”). The Commission invites 
comments from interested persons on (1) whether such 
subsidiaries should be exempted from the registration 
requirements of section 15 of the Act and instead re- 
quired to be registered under section 15B of the Act, 
(2) whether SIPC coverage is appropriate for the cus- 
tomers of such subsidiaries in view of the fact that as 

a matter of corporate organization such subsidiaries 

are not a part of their parent bank, and (3) the extent 
to which such subsidiaries are presently subject to the 
requirements of banking law applicable to banks and the 
extent to which the activities of such subsidiaries are 
scrutinized by the appropriate bank regulatory authori- 
ties to ensure compliance with such requirements. Com- 
ments on these matters should be submitted in accord- 
ance with the procedures set forth infra at page 6. 
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Adoption of Rule 15Ba2-2 


The Commission has also adopted rule 15Ba2-2, relating 
to the registration of intrastate dealers, with certain modi- 
fications from the form in which it was proposed in Re- 
lease No. 11585. The rule, as adopted, requires applicants 
to file a statement with the Commission to the effect that 
they are applying for registration as intrastate dealers in 
accordance with the rule. New paragraphs (c) and (d) of 
the rule set forth requirements for filing amendments 

and clarifying the status of amendments for purposes 

of sections 17 and 32(a) cf the Act. 


The Commission finds that the adoption of rule 15Ba2-2 
is necessary to provide an orderly procedure for the 
prompt registration of intrastate dealers and that such 
adoption is therefore necessary and appropriate in the 
public interest and for the protection of investors, and 
that it is consistent with the purposes of the Act. The 
Commission also finds that rule 15Ba2-2 will not im- 
pose any burden on competition. The Commission 
further finds, in accordance with the Administrative 
Procedure Act (5 U.S.C. 553(b)(3)(B)), that notice 

and public procedure with respect to the changes in the 
rule are impracticable, unnecessary and contrary to the 
public interest and that such rule should be adopted, effec- 
tive immediately, in accordance with the Administrative 
Procedure Act (5 U.S.C. 553(d)(3)), in order to provide 
an orderly and timely procedure for the registration of 
municipal securities dealers subject to the rule. 


Adoption of Temporary Rules 15a-1(T) and 15Ba2-3(T) 


Under the provisions of sections 15(b)(1) and 15B(a)(2) 
of the Act, the Commission must take action within 45 
days of the date of filing of an application for registra- 
tion, either to grant registration or to institute proceed- 
ings to determine whether registration should be denied. 
As indicated above, the provisions of the Act which have 
the effect of requiring municipal securities brokers and 
dealers to be registered with the Commission become 
effective on December 1, 1975. 15/ In Release No. 
11585, the Commission urged municipal securities 
brokers and dealers (other than banks and intrastate 
dealers) to file their applications for registration on 
Form BD with the Commission not later than October 
17, 1975. The Commission indicated that filing by 

such date would assure that the Commission would be 
able to act upon such applications by December 1, 
1975. 


Under sections 15(a)(2) and 15B(a)(4) of the Act the 
Commission has broad authority to exempt brokers, 
dealers and municipal securities dealers from the re- 
gistration requirements of the Act if the Commission 
finds that such exemption is consistent with the pub- 
lic interest and the protection of investors, and with 
respect to the registration of municipal securities deal- 
ers under section 15B(a) of the Act, consistent with 
the purposes of such section. The Commission finds 
that it would not be practicable for municipal securi- 
ties dealers subject to section 15B(a) of the Act to 
be required to be registered with the Commission 
effective December 1, 1975 since such dealers will 
not have sufficient time to obtain the appropriate 
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forms for registration, complete and file them with the 
Commission and still be assured of Commission action 
on their applications prior to December 1, 1975, nor 
would the Commission have sufficient time to give such 
applications a careful and complete review consistent 
with the public interest and the protection of investors. 


The Commission finds that it is consistent with the 
public interest, the protection of investors and the pur- 
poses of section 15B(a) to grant, by rule, a temporary 
exemption from the registration requirements of sec- 
tion 15B(a) of the Act to municipal securities dealers 
who file their applications for registration with the 
Commission not later than November 30, 1975 and 
who are in compliance with all other applicable provi- 
sions of the Act, the rules and regulations of the Com- 
mission thereunder and the rules of the Board which 
by their terms would apply to such dealers if they 
were registered with the Commission on December 1, 
1975. 


The Commission has therefore adopted, effective im- 
mediately, temporary rule 15Ba2-3(T), granting a tem- 
porary exemption from the requirements of section 
15B(a) of the Act to municipal securities dealers 
which meet the conditions of such rule. The tempor- 
ary exemption would terminate as to an individual 
dealer on the earlier of the granting or denial of the 
dealer’s registration under section 15B(a) or the deal- 
er’s failure to comply with the conditions of the rule. 
The temporary rule would expire on June 1, 1976. 


With respect to municipal securities dealers subject 
to section 15(a)(1) of the Act, i.e., non-bank munici- 
pal securities dealers other than intrastate dealers, 
the Commission stated in Release No. 11585 that 
Form BD was the appropriate form for registration of 
such dealers, as well as municipal securities brokers. 
While such brokers and dealers therefore have been 
notified of the applicable requirements for registra- 
tion considerably in advance of the date of this re- 
lease, it has come to the attention of the Commission 
that there may still be uncertainty on the part of 
many such brokers and dealers as to the applicability 
of the registration requirements to them. The Com- 
mission wishes to stress that all such brokers and 
dealers are required to be registered with the Com- 
mission, pursuant to section 15(a)(1) of the Act, 
irrespective of membership in the National Associa- 
tion of Secruities Dealers, Inc. The Commission also 
recognizes that since Form BD has only recently 
been revised, 23/ municipal securities brokers and 
dealers may not have had sufficient time to obtain 
the revised form and file it with the Commission in 
order to be assured that action could be taken on 
their applications for registration by December 1, 
1975. 


The Commission has, therefore, determined that it 

is appropriate and consistent with the public interest 
and the protection of investors to grant, by rule, a 
temporary exemption from the registration require- 
ments of section 15(a)(1) of the Act to municipal 
securities brokers and dealers otherwise subject to | 
such requirements on terms and conditions similar 
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to those set forth in temporary rule 15Ba2-3(T) for 
municipal securities dealers subject to the require- 
ments of section 15B(a) of the Act. Accordingly, 
the Commission has adopted temporary rule 15a-1 
(T), effective immediately. The rule will expire on 
June 1, 1976. 


The Commission finds, in accordance with the Ad- 
ministrative Procedure Act (5 U.S.C. 553(b)(3)(B)), 
that temporary rules 15a-1(T) and 15Ba2-3(T) relieve 
municipal securities brokers and dealers from require- 
ments that would otherwise be applicable to them, 

that notice and public procedure are therefore unneces- 
sary as a prerequisite to the adoption of such rules, and 
that the rules should be adopted, effective immediately, 
in accordance with the Administrative Procedure Act 
(5 U.S.C. 55(d)(3)), in order to permit municipal se- 
curities brokers and dealers to file their applications 
with the Commission in an orderly and timely man- 

ner and to afford the Commission adequate time to 
review such applications carefully and completely, 
consistent with the public interest and the protec- 

tion of investors. The Commisson further finds that 
temporary rules 15a-1(T) and 15Ba2-3(T)‘will not 
impose any burden on competition not necessary or 
appropriate in furtherance of the purposes of the 

Act. 


The Commission emphasizes that municipal securities 
brokers and dealers should attempt to file their appli- 
cations for registration at as early a date as possible 

in order to permit all applications to be processed in an 
orderly manner. Such applications must be filed in any 
event with the Commission prior to December 1, 1975. 


Delegation of Authority 


The regulations of the Commission relating to general 
organization are concurrently being amended to dele- 
gate authority to the Directors of the Office of Reports 
and Information Services and the Division of Market 
Regulation to issue orders granting registration of mun- 
icipal securities dealers under section 15B(a) of the Act. 
The Commission staff has similar authority with respect 
to the registration of brokers and dealers under section 
15 of the Act (including municipal securities brokers 
and dealers). 24/ 


The Commission finds, in accordance with the Adminis- 
trative Procedure Act (5 U.S.C. 553(b)(3)(B)), that the 
foregoing action relates solely to agency organization, 
procedure or practice and that notice and public proce- 
dure are therefore not necessary. The Commission fur- 
ther finds that such amendment should be adopted, 
effective immediately, in accordance with the Admini- 
istrative Procedure Act (5 U.S.C. 553(e)(3)), in order 
to permit municipal securities dealers to be registered 
under section 15B(a) of the Act in a prompt and order- 
ly manner. 


Following is the text of rules 15B12-1 and 15B12-2 and 
temporary rules 15a-1(T) and 15Ba2-3(T): 


17 CFR 240.15Ba2-1. Application for Registration of 
Municipal Securities Dealers which Are Banks or Sepa- 
rately Identifiable Departments or Divisions of Banks. 


(a) An application for registration, pursuant to Section 
15B(a) of the Act, of a municipal securities dealer which 

is a bank (as defined in section 3(a)(6) of the Act) or a 
separately identifiable department or division of a bank 
(as defined by the Municipal Securities Rulemaking 
Board), shall be filed with the Commission on Form MSD 
(§249.950 of this chapter), in accordance with the instruc- 
tions contained therein. 


{b) If the information contained in any application for 
registration pursuant to paragraph (a) of this rule, or in 
any amendment to such application, is or becomes in- 
accurate for any reason, applicant shall promptly file an 
amendment on Form MSD (§249.950 of this chapter) 
correcting such information. 


(c) Every amendment filed pursuant to this rule shall 
constitute a “report” within the meaning of sections 17 
and 32(a) of the Act (15 U.S.C. 78q and 78ff(a)). 


17 CFR 240.15Ba2-2. Application for Registration of 
Non-Bank Municipal Securities Dealers whose Business 
Is Exclusively Intrastate 


(a) An application for registration, pursuant to section 
15B(a) of the Act, of a municipal securities dealer not 
subject to the requirements of rule 15Ba2-1 ($240.15 
Ba2-1), shall be filed with the Commission on Form BD 
(§249.501 of this chapter) in accordance with the in- 
structions contained therein. 


(b) Each applicant for registration who is subject to the 
requirements of paragraph (a) of this rule shall file with 
the application for registration prescribed in such para- 
graph the statements described in paragraphs (a) through 
(d) of rule 15b1-2 (§240.15b1-2). The statement of fi- 
nancial condition described in such paragraph (a) shall 
be deemed a part of the application for registration. Each 
applicant shall also file with its application for registra- 
tion a statement to the effect that such applicant is filing 
for registration as an intrastate dealer in accordance with 
the requirements of this rule. Such statement shall be 
deemed a part of the application for registration. 


(c) If the information contained in any application for 
registration pursuant to paragraph (a) of this rule, or 

in any amendment to such application, is or becomes 
inaccurate for any reason, applicant shall promptly file 
an amendment on Form BD (§249.501 of this chapter) 
correcting such information. 


(d) Every amendment filed pursuant to this rule shall 
constitute a “report’’ within the meaning of sections 17 
and 32(a) of the Act. 


17 CFR 240.15a-1(T). Temporary Exemption of Mun- 
icipal Securities Brokers and Municipal Securities Deal- 
ers from the Requirements of Section 15(a)(1) of the 
Act. 


A municipal securities broker or municipal securities 
dealer otherwise subject to the requirements of sec- 
tion 15(a)(1) of the Act by reason of being a munici- 
pal securities broker or municipal securities dealer, 
shall be exempt from the requirements of such section, 
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provided such broker or dealer shall be in compliance 
with each of the following terms and conditions: 


(a) such broker or dealer shall have filed with the Com- 
mission not later than November 30, 1975 an applica- 
tion for registration pursuant to rule 15b1-1 (8240. 
15b1-1) and all other statements and reports required 
to be filed with the Commission in connection with 
such application pursuant to rule 15b1-2 (§240.15b1-2) 
or otherwise; 


(b) such broker or dealer shall at all times be in com- 
pliance with all other applicable provisions of the Act, 
the rules and regulations of the Commission there- 
under and the rules of the Municipal Securities Rule- 
making 8oard, including all such provisions, rules and 
regulations which by their terms would apply to such 
dealer if such dealer were registered with the Commis- 
sion on December 1, 1975; and 


(c) such exemption shall terminate on the earlier of 
(1) the date of an order of the Commission granting 
such broker’s or dealer’s registration under section 
15(b)(1) of the Act, or (2) the date of an order of 
the Commission denying such broker’s or dealer's 
registration under such section 15(b)(1) of the Act, 
or (3) the date of such broker's or dealer’s failure to 
comply with the conditions of this rule. 


This temporary rule shall expire on June 1, 1976. 


17 CFR 240.15Ba2-3(T). Temporary Exemption of 
Municipal Securities Dealers from the Requirements 
of Section 15B(a) of the Act. 


A municipal securities dealer otherwise subject to the 
requirements of section 15B(a) of the Act shall be 
exempt from the requirements of such section, pro- 
vided such dealer shall be in compliance with each 

of the following terms and conditions: 


(a) such municipal securities dealer shall have filed 

with the Commission not later than November 30, 1975 
an application for registration pursuant to rule 15Ba2-1 
(§240.15Ba2-1) or rule 15Ba2-2 ($240.15Ba2-2), as 
appropriate, and all other statements and reports requir- 
ed to be filed with the Commission in connection with 
such application; 


(b) such municipal securities dealer shall at all times 
be in compliance with all other applicable provisions of 
the Act, the rules and regulations of the Commission 
thereunder and the rules of the Municipal Securities 
Rulemaking Board, including all such provisions, rules 
and regulations which by their terms would apply to 
such municipal securities dealer if such dealer were ~ 
registered with the Commission on December 1, 1975; 
and 


(c) such exemption shall terminate on the earlier of (1) 
the date of an order of the Commission granting such 
municipal securities dealer’s registration under section 
15B(a) of the Act, or (2) the date of an order of the 
Commission denying such municipal securities dealer's 
registration under such section 15B(a) of the Act, or 
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(3) the date of such municipal securities dealer's failure a 
to comply with hte conditions of this rule. iv 


This temporary rule shall expire on June 1, 1976. 


The text of the amendment to the Commission’s 
regulations with respect to delegated authority follows: 


17 C.F.R. §200.30-3 is amended by adding a new par- 
agraph (14) thereto, and 17 C.F.R. §200.30-11(a) is 
amended by adding a new paragraph (2) thereto, each 
to read as follows: 


Pursuant to section 15B(a) of the Act [15 U.S.C. 
780-4(a)] , to authorize the issuance of orders granting 
registration of municipal securities dealers within 
forty-five days of the filing of an application for re- 
gistration as a municipal securities dealer (or within 
such longer period as to which the applicant consents). 


The test of Form MSD is attached hereto. 


i i | 


Copies of Forms BD and MSD may be obtained from 
the Office of Reports and Information Services, Securi- 
ties and Exchange Commission, 500 North Capitol 
Street, Washington, D. C. 20549. Only printed copies 
of Form MSD should be used to apply for registration 
with the Commission, rather than tne copy of the 
Form attached to this release. 





, 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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1/ 17C.F.R. $240.15Ba2-1. } 


2/ 17C.F.R. §240.950. | 
3/ 17C.F.R. §240.15Ba2-2. 
4/ 17C.F.R. §240.15a-1(T). | 
5/ 17C.F.R. §240.15Ba2-3(T). 


6/ 15 U.S.C. 78a et seqg., as amended by Pub. L. 94-29 
(June 4, 1975). 


7/ 15 U.S.C. 78b, 78c, 780, 78q and 78w. 
8/ 15 U.S.C. 78d-1, 78d-2. 


9/ Such persons are “brokers” or “dealers” within the 
meaning of sections 3(a)(4) and 3(a)(5) of the Act. In- 
trastate dealers are not, however, subject to the regis- 
tration requirements of section 15 of the Act since 
section 15(a)(1) contains anexception for brokers and ai 
dealers whose business is exclusively intrastate. In sec- ( 
tion 15B(a)(1), however, there is no such exclusion 

and the jurisdictional basis appears to be sufficiently 
broad to be applicable to all such dealers. Thus, any 
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municipal securities dealer which makes use of the mails 
or any means or instrumentality of interstate commerce 
» to effect transactions in municipal securities (other than 
dealers registered under section 15) must register under 
section 15B(a). In section 3(a)(17) of the Act, as amend- 
ed by the 1975 Amendments, the definition of “inter- 
state commerce” includes the “intrastate use of ... a tele- 
phone or other intrastate means of communication ....” 


10/ Section 31(a) of the 1975 Amendments. 
11/ 40 F.R. 37228 (1975). 


12/ The comment period expired on September 12, 1975. 


Comments are contained in Commission File No. S7-577, 
which is available for public inspection. 


13/ The Board was constituted on September 5, 1975. 
See Securities Exchange Act Release No. 11635 (Sept. 
5, 1975). 


14/ The Board's rule proposals also concerned matters 
relating to the operation and administration of the 
Board. Notice of all rule proposals filed by the Board 
is expected to be published in the Federal Register 
during the week of October 20, 1975. See Securities 
Exchange Act Release No. 11741 (October 15, 1975). 


15/ A “bank” is defined in section 3(a)(6) of the Act 
as follows: ... (A) a banking institution organized under 
the laws of the United States, (B) a member bank of 
the Federal Reserve System, (C) any other banking in- 

\ stitution, whether incorporated or not, doing business 
under the laws of any State or of the United States, 
a substantial portion of the business of which consists 
of receiving deposits or exercising a fiduciary power 
similar to those permitted to national banks under 
section 11(k) of the Federal Reserve Act, as amended, 
and which is supervised and examined by State or 
Federal authority having supervision over banks, and 
which is not operated for the purpose of evading the 
provisions of this title, and (D) a receiver, conserva- 
tor, or other liquidating agent of any institution or 
firm included in clauses (A), (B), or (C) of this paragraph. 


16/ See note 9 supra. 


17/ The bank regulatory agencies have generally defined 
“trading account securities” as a portfolio of securities 
separate from the bank’s investment account which are 
held for resale to other banks and the public generally. 


18/ Section 3(a)(4) provides: The term “broker” means 
any person engaged in the business of effecting transac- 
tions in securities for the account of others, but does not 
include a bank. 


19/ Section 15B(b)(2)(H) of the Act requires the Board 

to: ... define the term ‘separately identifiable department 

or division’, as that term is used in section 3(a)(30) of 

this title, in accordance with specified and appropriate 

standards to assure that a bank is not deemed to be en- 
\#9aged in the business of buying and selling municipal 

securities through a separately identifiable department 

or division unless such department or division is organ- 


ized and administered so as to permit independent ex- 
amination and enforcement of applicable provisions 
of this title, the rules and regulations thereunder and 
the rules of-the Board. A separately identifiable de- 
partment or division of a bank may be engaged in ac- 
tivities other than those relating to municipal securi- 
ties. 


20/ 15 U.S.C. 78s. In addition to the Board rules set 
forth in this release, rules 2 and 3 of the Board, which 
establish certain procedures for the administration of 
the Board, such as those relating to notice of meetings, 
quorum and voting requirements and the submission 
of rule proposals to the Commission, have become 
effective. See Securities Exchange Act Release No. 
11741 (October 15, 1975). 


21/ 15 U.S.C. 78q and 78ff(a). 
22/ See note 10, supra. 


23/ Revised Form BD became effective on October 1, 
1975. See Securities Exchange Act Release No. 11530 
(June 10, 1975), 40 F.R. 30636 (1975). 


24/ See Securities Exchange Act Release No. 11487 
(June 20, 1975), 40 F.R. 27441 (1975). 


FORM MSD 


APPLICATION FOR REGISTRATION AS A MUNICI- 
PAL SECURITIES DEALER PURSUANT TO RULE 

15Ba2-1 UNDER THE SECURITIES EXCHANGE ACT 
OF 1934 OR AMENDMENT TO SUCH APPLICATION 


General Instructions 
A. Use of Form 


This Form is to be used by a bank or a separately iden- 
tifiable department or division of a bank (as defined 

by the Municipal Securities Rulemaking Board) to apply 
for registration as a municipal securities dealer with the 
Securities and Exchange Commission pursuant to section 
15B(a) of the Securities Exchange Act of 1934 (the 
“Act’’), or to amend such application. If applicant is 

a department or division of a bank, the application or 
amendment shall be deemed to have been made by the 
bank on behalf of the applicant. 


B. Presentation of Information 


All information required by Form MSD must be sub- 
mitted in typewritten or printed manner on the pre- 
scribed form or mechanical reproductions thereof. 
The execution page on each copy of the form must 
contain an original manual signature of the appropri- 
ate duly authorized individual. Mechanical reproduc- 
tions of signatures for this purpose are not acceptable. 
All other pages containing correct information may 
be mechanically reproduced by any method produc- 
ing clear, legible copies of identical type size. Retain 
one exact copy for your records. 
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Additional copies of Form MSD are available from the 


Securities and Exchange Commission, Washington, D. C. 


20549. 
C. Signature 


Form MSD shall be signed in the name of the applicant 
by a principal officer of the applicant or, if applicant is 
a department or division of a bank, by a principal offi- 
cer of the bank, in each case duly authorized to sign 
this Form, who is directly engaged in the management, 
direction or supervision of the applicant’s municipal 
securities dealer activities. 


D. Additional Space 


if the space provided for any answer on Form MSD, 
other than the Schedules to the Form, is insufficient, 
the answer may be completed on additional sheets 
attached to the Form and appropriately identified. 


E. Names 


Individuals’ names, except for executing signatures, 
shall be given in full wherever required (last name, 
first name, middle name). The full middle name is 
required. Initials are not acceptable unless the in- 
dividual legally has only an initial. If so, indicate 
this after the initial. 


F. Acceptance for Filing 


A Form MSD which is not prepared and executed in 
compliance with applicable requirements may be re- 
turned as not acceptable for filing. However, accept- 
ance of this Form shall not constitute any finding that 
it has been filed as required or that the information 
submitted is true, current, or complete. 


G. General Definitions 


a. Unless the context clearly indicates otherwise or 
unless otherwise specified in these instructions, all 
terms used in Form MSD have the same meaning as 
in the Act and the General Rules and Regulations of 
the Securities and Exchange Commission. In particu- 
lar, the terms “self-regulatory organization,” “rules 
of self-regulatory organization,” “municipal securi- 
ties,” “municipal securities dealer,” “person asso- 
ciated with a municipal securities dealer,” “munici- 
pal securities investment portfolio,” “appropriate re- 
gulatory agency,” and “records” shall have the re- 
spective meanings set forth in sections 3(a)(26), 
3(a)(28), 3(a)(29), 3(a)(30), 3(a)(32), 3(a)(33), 
3(a)(34) and 3(a)(37) of the Act. 


b. Jurisdiction - The term “jurisdiction” means a 
state, a territory, the District of Columbia, the Com- 
monwealth of Puerto Rico, or any subdivision or 
regulatory body thereof. 


c. Person - The term “person” includes a corporation, 
partnership, other organization, trust and estate, as 
well as a natural person. 
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d. Municipal securities dealer activities - The term 
“municipal securities dealer activities” includes: 


(1) underwriting, trading and sales of municipal securi- 
ties; 


(2) processing and clearance activities with respect to 
municipal securities; 


(3) research, analysis and the preparation of literature 
for use in connection with the activities described in 
(1) above; and 


(4) maintenance of records pertaining to the activities 
described in (1) through (3) above. 


H. Amendments 


The information contained in Form MSD is of a con- 
tinuing nature and must be updated or amended period- 
ically in the event any of the information previously 
submitted to the Commission becomes incomplete or 
inaccurate. Where an item is being amended, only those 
items which are being amended or which have changed 
since the previous filing need be filed, except that a 
completed page one and a completed execution page, 
manually signed, must be filed with each amendment. 
WHEN ANY ITEM ON A PAGE IS AMENDED, IT 

IS NECESSARY TO ANSWER IN FULL ALL OTHER 
ITEMS ON THE PAGE BEING AMENDED. 


|. /tems Not Applicable 


If Form MSD is being filed as an application for regis- 
tration, all applicable items must be answered in full. 
If any item is not applicable, indicate by “none” or 
“N/A” as appropriate. 


J. Schedules to Form 


Each Schedule to Form MSD is deemed to be a part 
of the Form. 


K. Filing of Form 


Form MSD must be filed in triplicate with the Securi- 
ties and Exchange Commission, Washington, D. C. 
20549. The execution page of each copy shall contain 
an original manual signature. In addition, an original 
signed copy of the Form must be filed with applicant's 
appropriate regulatory agency, determined in accord- 
ance with section 3(a)(34) of the Act. Applicants 
which are national banks, or departments or divisions 
of such banks, must file Form MSD with the Comp- 
troller of the Currency, Washington, D. C. 20219; 
applicants which are State member banks of the 
Federal Reserve System, or departments or divisions 
of such banks, must file Form MSD with the Federal 
Reserve Board, Washington, D. C. 20551; applicants 
which are banks insured by the Federal Deposit In- 
surance Corporation (other than members of the 
Federal Reserve System), or departments or divisions 
of such banks, must file Form MSD with the Federal 


Deposit Insurance Corporation, Washington, D. C. 20429. 
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L. Instructions to Specific Items 


) a. Items 2(a) and 2(b) - If applicant is a department 


or division of a bank, these items should be answered 
only for applicant, rather than for the bank. Infor- 
mation with respect to the bank of which applicant 
is a part must be given in response to item 2(d). 


b. Item 5 - This item calls for information concerning 
persons directly engaged in the supervision of any of 
the applicant’s municipal securities dealer activities. 

A separate Schedule A must be completed for each 
person named in response to item 5. 


c. Item 6 - This items calls for information concern- 
ing persons not named in item 5 who may neverthe- 
less directly or indirectly control any of applicant's 
municipal securities dealer activities. Such control 
may be exercised through stock ownership, agree- 
ment or otherwise. Generally a person will be deemed 
to be in direct or indirect control of applicant's 
municipal securities dealer activities if such person 
exercises or has the ability to exercise 4 controlling 
influence over the management or policies of appli- 
cant with respect to any of applicant’s municipal 
securities dealer activities. Depending on the facts 
of a particular situation, senior officers or directors 
of the applicant or of the bank of which applicant is 
a part, or of a parent bank holding company may be 
deemed to be in direct or indirect control of such 
activities. Schedule A is not required for any person 
{named in response to item 6, but information is re- 
quired to be furnished on Schedule B for each such 
person. 


d. Item 7 - The information required by this item 
must be furnished with respect to each person direct- 
ly or indirectly engaged in or controlling any of the 
applicant’s municipal securities dealer activities, in- 
cluding any employee. 


e. Item 9 - This item relates to services performed 

by persons other than applicant with respect to 
applicant’s municipal securities dealer activities. There 
need not be furnished in response to this item infor- 
mation concerning personnel, payroll and other ad- 
ministrative services which are not directly related 

to the applicant’s municipal securities dealer activi- 
ties. 


FORM MSD 


APPLICATION FOR REGISTRATION AS A MUNICI- 
PAL SECURITIES DEALER PURSUANT TO RULE 

15Ba2-1 UNDER THE SECURITIES EXCHANGE ACT 
OF 1934 OR AMENDMENT TO SUCH APPLICATION 


GENERAL: Form MSD is to be used by a bank or a 
separately identifiable department or division of a bank 
(as defined by the Municipal Securities Rulemaking 
Board) to apply for registration as a municipal securities 
dealer with the Securities and Exchange Commission 
pursuant to section 15B(a) of the Securities Exchange 
Act of 1934 (the “‘Act’’) or to amend such application. 
If applicant is a department or division of a bank, the 
application or amendment shall be deemed to have been 
made by the bank on behalf of the applicant. Read all 
instructions before preparing the Form. If this Form 

is filed as an amendment, only a completed page one, 

a completed and signed execution page, and those items 
which are being amended or which have changed since 
the previous filing need to be filed. Please print or type 
all responses. 


IN COMPLIANCE WITH THE APPLICABLE SECURI- 
TIES LAWS, THE APPLICANT HEREBY SUBMITS 
THE FOLLOWING INFORMATION: 


1. (a) This Form is filed with the Securities and Ex- 
change Commission as an: 


Application Amendment 


(b) Applicant is a: 


Department or Division 


Bank of a Bank 


2. (a) Name of applicant: 


Full name of applicant: 





Name under which municipal securities dealer activities 
are conducted, if different: 





If name of applicant is hereby amended, state name under 
which registered previously: 





If name under which municipal securities dealer activities 
are conducted is hereby amended, state name given pre- 
viously: 
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(b) Address and telephone number of principal office 
at which applicant’s municipal securities dealer activi- 
ties are conducted: 


Address of principal office: 


application for registration or license as a municipal 
securities dealer or in which applicant, or the bank of a 
which applicant is a part, is so registered or licensed: ye 











Number and Street City State Zip Code 
Mailing address if different: 
Number and Street City State Zip Code 


Telephone Number: 





Area Code Telephone Number 

(c) Name, title, mailing address and telephone number 
of person to contact with respect to applicant’s munici- 
pal securities dealer activities: 








Name Title 
Mailing Address: 
Number and Street City State Zip Code 


Telephone Number: 





Area Code Telephone Number 


(d) If applicant is a department or division of a bank, name, 
principal business address, mailing address, if different, 
and telephone number of bank: 


Full name of bank: 











Number and Street City State Zip Code 
Address of principal place of business: 

Number and Street City State Zip Code 
Mailing address if different: 

Number and Street City State Zip Code 


Telephone Number: 





Area Code Telephone Number 

(e) Applicant agrees and consents that the notice of any 
proceeding under the Act involving applicant may be given 
by sending such notice by mail or confirmed telegram to 
the person named, at the address given, in response to 
item 2(c). 


3. List below each jurisdiction in which applicant, or the 
bank of which applicant is a part, is filing or has filed an 
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4. (a) Indicate whether applicant, or the bank of which 
applicant is a part, is a national banking association or 
operates under the Code of Law of the District of Co- 
lumbia: 





Yes No 

(b) If applicant is a bank, the date of applicant's organi- 
zation. If applicant is a department or division of a bank, 
the date of the bank’s organization: 





(c) If applicant, or the bank of which applicant is a part, 
is a state-chartered bank, indicate whether applicant or 
such bank is: 


(1) a member of Federal Reserve System: 





Yes No 


(2) if not a member of the Federal Reserve System, in- 
sured by the Federal Deposit Insurance Corporation: 





Yes No 

5. Furnish the following information for each person who 
is directly engaged in the management, direction or super- 
vision of any of the applicant’s municipal securities dealer 
activities: 





FULL NAME RELATIONSHIP 
Title or Beginning Date 
Last First Middie Status Mo. Yr. 





If applicant is a department or division of a bank, place an 
asterisk next to the name of each person listed above who 
has been designated by the board of directors of the bank 
as responsible for the day-to-day conduct of the bank’s 
municipal securities dealer activities, including the super- 
vision of all of the bank’s employees engaged in the per- 
formance of such activities. . 
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Complete a separate Schedule A for each person named 
‘in response to item 5(a). If applicant is a department or 
ivision of a bank, attach as an exhibit to this Form a 
copy of the resolution or resolutions of the board of 
directors of the bank in which each person identified 

in item 5(a) as having been designated by the board as 
responsible for the day-to-day conduct of the bank’s 
municipal securities dealer activities is so designated. 
Such resolutions must be certified by an appropriate 
officer of the bank as having been duly adopted and 

as true, current and complete. 


6. Does any person not named in item 5 directly or 
indirectly control any of the applicant’s municipal 
securities dealer activities? 





Yes No 

If “yes,” state on Schedule B the exact name and busi- 
ness (or if none, residence) address of each such person 
(if an individual, state last, first and middle names) and 
describe the basis through which such person directly 
or indirectly controls applicant’s municipal securities 
dealer activities. If applicant is a department or division 
of a bank and any such person has been designated by 
the board of directors of the bank as responsible for the 
day-to-day conduct of the bank’s municipal securities 
dealer activities, so indicate in Schedule B and explain 
why such person is not named in item 5. 


7. (a) State whether the applicant, any person named in 
(sesponse to items 5 or 6, or any person directly engaged 
Yin the management, direction, supervision or performance 

of any of the applicant’s municipal securities dealer ac- 

tivities, or who directly or indirectly controls any of 

such activities or who is directly or indirectly controlled 

by applicant in connection with any of such activities, 

including any employee: 


(i) Has been found by the Securities and Exchange Com- 
mission or an appropriate regulatory agency or any juris- 
diction willfully to have made or caused to be made any 
statement which was, at the time and in the light of the 
circumstances under which it was made, false and mis- 
leading with respect to any material fact, or to have 
omitted to state any material fact, which was required 
to be stated, in any application for registration or report 
required to be filed under the Federal securities laws 

or under the securities laws of any jurisdiction, or in any 
proceeding before the Securities and Exchange Commis- 
sion or an appropriate regulatory agency or any jurisdic- 
tion relating to securities or the conduct of business or 
registration as a broker, dealer, municipal securities deal- 
er or investment adviser or associated person thereof: 





Yes No 
(ii) Has been convicted within 10 years of any felony or 
misdemeanor (1) involving the purchase or sale of any 
security, the taking of a false oath, the making of a false 
eport, bribery, perjury, burglary, or conspiracy to commit 
coy such offense; (2) arising out of the conduct of the 
business of a broker, dealer, municipal securities dealer, 








investment adviser, bank, insurance company, or fidu- 
ciary; (3) involving the larceny, theft, robbery, extortion, 
forgery, counterfeiting, fraudulent concealment, embezzle- 
ment, fraudulent conversion, or misappropriation of 
funds or securities; or (4) involving the violation of Sec- 
tions 152, 1341, 1342 or 1343 or Chapters 25 or 47 of 
Title 18, United States Code (concealment of assets, 
false oaths and claims, or bribery, in any bankruptcy 
proceeding; mail fraud, fraud by wire, including tele- 
phone, telegraph, radio or television; counterfeiting, 
forgery, fraud, false statements); or has pleaded nolo 
contendere to any such felony or misdemeanor: 

Yes No 
(iii) ls enjoined permanently, or within the past 10 
years has been enjoined temporarily, by order, judg- 
ment or decree of any court of competent jurisdiction 
from acting as an investment adviser, underwriter, broker, 
dealer, or municipal securities dealer or as an associated 
person or employee of any of the foregoing, or as an 
affiliated person or employee of any investment com- 
pany, bank, or insurance company, or from engaging 
in or continuing any conduct or practice in connection 
with any such activity, or in connection with the pur- 
chase or sale of any security, or arising out of any se- 
curities or investment advisory activities: 

Yes No 
(iv) Has been found by the Securities and Exchange 
Commission or an appropriate regulatory agency or any 
jurisdiction or any court to have violated or to have aid- 
ed, abetted, counselled, commanded, induced, or pro- 
cured the violation by any other person of the Federal 
laws, or the laws of any jurisdiction, relating to securities 
or relating to the conduct of business as a broker, dealer, 
municipal securities dealer, investment adviser, or invest- 
ment company, any rule or regulation under any of such 
laws, or any rule of the Municipal Securities Rulemak- 
ing Board, or to have failed reasonably to supervise 
another person who committed such a violation, or to 
have been unable to comply with any of the foregoing: 





Yes No 

(v) Has been the subject of an order of the Securities and 
Exchange Commission entered pursuant to paragraph (6) 
of Section 15(b) or paragraph (4) of Section 15B(c) of the 
Securities Exchange Act of 1934 or an order of a court 

or jurisdiction, or an order of an appropriate regulatory 
agency entered pursuant to paragraph (5) of Section 
15B(c) of the Securities Exchange Act of 1934, barring 

or suspending the right of such person to be associated 
with a broker or dealer or municipal securities dealer: 





Yes No 

(vi) Has been denied membership or registration with, 
or participation in, or has been suspended, revoked or 

expelled from membership, participation in or registra- 
tion with any self-regulatory organization, or has been 
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suspended or barred from being associated with any 
member of a self-regulatory organization: 





Yes No 

(vii) Has been denied registration (license) with, or sus- 
pended, revoked or expelled from registration (license) 
with the Securities and Exchange Commission or any 
jurisdiction as a broker, dealer, investment adviser, 
securities salesman, or municipal securities dealer, or 
has been barred from being associated with a person 
engaged in such business: 





Yes No 

(viii) Has been found to have been a cause of (1) the 
denial, suspension, or revocation of any person’s mem- 
bership or participation in, or registration with the 
Securities and Exchange Commission, any jurisdiction, 
or any self-regulatory organization, (2) any bar or sus- 
pension of any person from being associated with a 
broker-dealer, municipal securities dealer, or member 
of a self-regulatory organization, or (3) any explusion 
of any person from a self-regulatory organization; 


Yes No 
(ix) Has willfully made or caused to be made any state- 
ment which was, at the time and in the light of the cir- 
cumstances under which it was made, false and mislead- 
ing with respect to any material fact, or has omitted to 
state any material fact, which was required to be stated, 
in any application for membership or participation in, 
or to become associated with a member of, a self-regu- 
latory organization, in any report required to be filed 
with a self-regulatory organization, or in any proceeding 
before a self-regulatory organization: 
Yes No 
(x) Has been, within the past 10 years, the subject of any 
cease and desist, desist and refrain, prohibition, or simi- 
lar order which was issued by the United States or any 
jurisdiction arising out of the conduct of the business of 
a broker, dealer, municipal securities dealer or investment 
adviser: 


Yes No 

(xi) Has been associated at any time as an officer, director, 
general partner, or owner of 10 percentum or more of the 
voting securities, or has at any time directly or indirectly 
through agreement or otherwise exercised or had the power 
to exercise a controlling influence over the management or 
policies of, a broker or dealer or municipal securities 

dealer which has been adjudicated bankrupt or a broker 

or dealer for which a trustee has been appointed pursuant 
to the Securities Investor Protection Act of 1970: 


Yes No 
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(xii) Has been the subject of any order, judgment, decree 
or other sanction of a foreign court, foreign exchange, or 
foreign government or regulatory agency arising out of any » 
securities or investment advisory activities: 





Yes No 

(b) State whether applicant, any person named in re- 
sponse to items 5 or 6, or any other person directly en- 
gaged in the management, direction, supervision or per- 
formance of any of the applicant’s municipal securities 
dealer activities, or who directly or indirectly controls 
any of such activities or who is directly or indirectly 
controlled by applicant in connection with any of such 
activities, including any employee, is presently the sub- 
ject of any proceedings in which an adverse decision 
would result in any of the foregoing questions in part 
(a) being answered “yes”: 





Yes No 


If the answer to any paragraph of item 7 is “yes”, 
on Schedule A. 


explain 


8. Each jurisdiction with which applicant, or the bank of 
which applicant is a part, is licensed or registered as a 
municipal securities dealer or to which application has 
been made should be listed in item 3. If any license or 
registration listed therein is of a restricted nature or has 
been suspended or if any license or registration not 
listed in item 3 was terminated, or withdrawn or volun- 
tarily terminated, explain fully on Schedule C. 





Yes No 

9. Does applicant, or the bank of which applicant is a 
part, have any arrangement with any other person to 

perform any services for applicant or for the bank re- 

lating to applicant’s municipal securities dealer activi- 
ties? 





Yes No 

If “’yes,”” explain on Schedule C hereto, identifying each 
such other person, the nature of applicant's relation, if 
any, to such persons, the nature of such services, and the 
arrangements pursuant to which such services are per- 
formed. 


10. (a) If applicant is a bank, does applicant maintain a 
municipal securities investment portfolio? 





Yes No 

(b) If applicant is a bank, does applicant buy and sell 
municipal securities in a fiduciary capacity or as agent 
for customers? 





Yes No 


(c) Does any person named in item 5 above or any person 


al 









(, 
} 
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controlled by applicant in connection with applicant's 
municipal securities dealer activities, including any 

ployee, engage in any activities of the bank with 
respect to municipal securities other than municipal 
securities dealer activities? 





Yes No 

If the answer to (c) is “yes’’ explain fully on Schedule C, 
setting forth the name of each such person, if such per- 
son is named in item 5, or the function performed by 
each such person if not so named, and the nature of each 
such person's activities other than municipal securities 
dealer activities. 


11. How many employees does applicant have engaged 
in its municipal securities dealer activities: 


Supervisory and Managerial: Other: 





12. If applicant is a department or division of a bank: 


(a) Identify on Schedule C each geographic, organization- 
al and operational unit of the bank of which applicant is 
a part in which applicant’s municipal securities dealer 
activities are conducted, specifying the name and location 
of each such unit and the nature of the municipal securi- 
ties dealer activities conducted in each such unit. Indi- 
cate on Schedule C whether any business activities other 
than municipal securities dealer activities are conducted 
‘Vin any such unit, and describe the nature of such other 
activities. 


(b) Does any unit of the bank of which applicant is a 
part, other than those identified in response to Item 
12(a), perform any municipal securities dealer activities? 





Yes No 

If the answer to (b) is “yes,” explain on Schedule C 
hereto, identifying each such unit and the nature of the 
activities performed by such unit. 


(c) Are all records relating to applicant’s municipal se- 
curities dealer activities maintained separate and apart 
from all other records of the applicant or of the bank of 
which applicant is a part? 





Yes No 

(d) Are all records relating to applicant’s municipal 
securities dealer activities separately extractable from 
applicant's facilities or from the facilities of the bank 
of which applicant is a part? 





Yes No 
ibe on Schedule C the manner in which all records 
lating to applicant’s municipal securities dealer activi- 
ties are maintained, including their location, how such 


records are collected and retrieved, the period of time 
required to collect or retrieve any such record, the 
category of employees having authority to collect or 
retrieve such records, and the name of each person who 
supervises the maintenance of such records. 


(e) Are separate financial records maintained with re- 
spect to applicant’s municipal securities dealer activities? 





Yes No 


If the answer to (e) is “yes,” explain on Schedule C the 
nature of such separate financial records. 


(f) Does the bank of which applicant is a part maintain 
a municipal securities investment portfolio? 





Yes No 

(g) Does the bank of which applicant is a part buy and 
sell municipal securities in a fiduciary capacity or as 
agent for customers? 





Yes No 

(h) Does any person named in item 5 above or any per- 
son controlled by applicant in connection with appli- 
cant’s municipal securities dealer activities, including 
any employee, engage in any activities of the bank with 
respect to municipal securities other than municipal 
securities dealer activities? 





Yes No 

If the answer to (h) is “yes,” explain fully on Schedule 
C, setting forth the name of each such person if such 
Person is named in item 5 or the function performed 
by each. such person if not so named, and the nature 
of each such person’s activities other than municipal 
securities dealer activities. If any of such other activi- 
ties with respect to municipal securities are performed 
by applicant, so specify on Schedule C. 


EXECUTION: 
STATE OF 





SS: 
COUNTY OF 


— 





The undersigned, being first duly sworn, deposes and says 
that he or she has executed this Form on behalf of, and 
with the authority of, the applicant named in item 2(a) 
and, if applicant is a department or division of a bank, on 
behalf of, and with the authority of, the bank named in 
item 2(d). The undersigned represents that the informa- 
tion and statements contained herein, including exhibits 
attached hereto and other information filed herewith, 

all of which are made a part hereof, are, to the best of 
the undersigned’s knowledge and belief and on the basis 
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of diligent inquiry, current, true, and complete. The 
undersigned further represents that to the extent any 
information previously submitted is not amended, 
such information is, to the best of the undersigned’s 
knowledge and belief and on the basis of diligent 
inquiry, current, true and complete. 


Dated the day of 19 











(Name of Applicant) 





(Manual signature of duly authorized officer) 





(Title) 


Subscribed and sworn 
to before me this 


day of 19 








(Notary Public) 


[Notarial Seal] 


My commission expires: 








ATTENTION-—Intentional misstatements or omissions of 
facts constitute Federal criminal violations. (See 18 USC 
1001 and 15 USC 78ff (a)) 





SCHDULE A OF FORM MSD 

(Answers in response to items 5 and 7 of FORM MSD) 
NOTE: 

(a) Complete a separate Schedule A for each person named 
in item 5 and each person subiect to any action reported 
under item 7. 

(b) State all names in the order of last name, first name, 
full middle name. If any person legally has only an initial, 


so indicate after the initial. 


1. Full name of applicant exactly as stated in item 2(a) of 
Form MSD: 





11. Full name of person for whom this Schedule is being 
completed: 





ill. (a) Residence address of person for whom this Sched- 
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ule is being completed: (Number and Street, City, State, 
Zip Code) 








(b) Date of Birth: (c) City of Birth: 





(d) State or Province: (e) Country: 





IV. NAMES USED: Furnish below a list of all names 
individual has been known by or has used, including 
maiden name if applicable. If no other names used, 
state “None.” 


Last First Middle 





V. EDUCATION: Furnish below a description of the 
education of the person named in item I! of this Schedule 
(include name and location of last high school attended, 
name and location of any college or university attended, 
degree or degrees received and year or years in which 
received). 














vi. E 





positi 











vi. BUSINESS BACKGROUND: Furnish below a com- 
ete, consecutive statement of all business experience 
employment for the past ten years. List the last 
position first. If none, state “None.” 


Exact Na- 

ture of 

Connec- 
Name of tion or Beginning Ending 
Firm and Kind of Employ- Date Date 
Address Business _ ment Mo. Yr. Mo. Yr. 








Vil. PROCEEDINGS: If any answer to any paragraph of 
item 7 is “Yes’”’ with respect to the person for whom this 
Schedule is being completed, furnish the following details: 


Name and Loca- 


Appli- tion of Court, Nature 
cable Agency, Juris- and Date 
Para- Title or De- _— diction or Self- of Disposi- 
graph of scription Regulatory tion of 
item 7 of Action Organization Proceeding 








SCHEDULE B OF FORM MSD 
(Answers in response to item 6 of Form MSD) 


1. Full name of applicant exactly as stated in item 2(a) 
of Form MSD: 





Il. Information with respect to persons described in item 
6 of Form MSD: 


Full Name 
Last First 


Basis for Control 
Middle 





SCHEDULE C OF FORM MSD 


1. Full name of applicant exactly as stated in item 2(a) 
of Form MSD: 





ll. Item of Form 


_lidentify) __ 


Answer 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 11743/October 16, 1975 


In the Matter of 


THE PACIFIC STOCK EXCHANGE, INC. 
301 Pine Street 
San Francisco, California 94104 


SR-PSE-75-1 
ORDER APPROVING PROPOSED RULE CHANGE 


lL. 
On August 25, 1975, the Pacific Stock Exchange, Inc. 
filed with the Commission, pursuant to Section 19(b) 
of the Securities Exchange Act of 1934 (the “‘Act’’), 
as amended by the Securities Acts Amendments of 
1975, and Rule 19b-4 thereunder, copies of a proposed 
rule change. The proposed rule change would increase 
the number of authorized memberships from 220 to 
742, with the newly authorized memberships to be sold 
by the Board of Governors only in accordance with the 
Option Funding Plan of 1975. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release (Se- 
curities Exchange Act Release No. 11621, August 28, 
1975, and by publication in the Federal Register (40 
Fed. Reg. 40596, September 3, 1975). 


i. 
The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchanges, and in particular, the requirements 
of Section 6 and the rules and regulations thereunder. 


Ht. 
IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
filed with the Commission on August 25, 1975 be 
approved. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11744/October 16, 1975 


In the Matter of 

THE NATIONAL STOCK EXCHANGE, INC. 

(File No. 10-53) 

ORDER WITHDRAWING REGISTRATION ASA 
NATIONAL SECURITIES EXCHANGE PURSUANT 


TO SECTION 19(a)(3) OF THE SECURITIES Ex- 
CHANGE ACT OF 1934 
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The National Stock Exchange, Inc. having been regis- 
tered as a national securities exchange under Section 6 
of the Securities Exchange Act, which registration ini- 
tially became effective by order of the Commission on 
August 16, 1960 and has been in effect to date; and 


The said exchange having advised the Commission that 
it has been inactive as a stock exchange since January 
31, 1975, and has voluntarily dissolved; 


The said exchange having advised the Commission that 
on December 10, 1974 the members of the Exchange 
voted to approve the Plan of Dissolution adopted by 
the Board of Governors of the Exchange on December 
19, 1974; 


The said exchange having agreed to maintain its records 
and files in a conveniently accessible place for a period 
of five years; and 


It appearing to the Commission that the Exchange's 
registration should be withdrawn; 


IT iS ORDERED, that the said registration of the Na- 
tional Stock Exchange, Inc. as a national securities ex- 
change be, and is, hereby withdrawn. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11745/October 16, 1975 


Admin. Proc. File No. 3-3708 


In the Matter of 


MAX FORSTER 
New York, New York 


ORDER DISMISSING PROCEEDINGS 

Because of respondent's death, IT IS ORDERED that 
these proceedings with regard to Max Forster be, and 
they hereby are, dismissed. 


For the Commission by the Office of Opinions and 
Review, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11746/October 16, 1975 


In the Matter of 
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PBW STOCK EXCHANGE, INC. 
17th Street and Stock Exchange Place 
iladelphia, Pennsylvania 19103 


gor 


(SR-PBWSE-75-2) 


ORDER APPROVING PBW STOCK EXCHANGE 
PROPOSAL TO EXPAND ITS OPTION PROGRAM 
BY FIVE (5) ADDITIONAL CLASSES OF OPTIONS 


("PBW”) filed a proposed rule change with the Com- 
mission, pursuant to Rule 19b-4 under the Securities 
Exchange Act of 1934, 15 U.S.C. 78(s)(b) (the “‘Act’’) 
as amended by Pub. L. No. 94-29, Sec. 16 (June 4, 
1975). The proposed rule change would expand the 
option trading program of the PBW by increasing 

the authorized number of classes of options listed on 
the Exchange from ten (10) to fifteen (15). 


Notice of the proposed rule change together with the 
terms of substance of the proposal was given by pub- 
lication of a Commission Release (Securities Exchange 
Act Release No. 11668, September 23, 1975) and by 
publication in the Federal Register (40 Fed. Reg. 
44637, September 29, 1975). Public comments were 
invited until the fifteenth day after publication in the 
Federal Register. 


The Commission finds that the proposed rule change 
is consistent with the requirements of the Act and the 
ules and regulations thereunder applicable to national 


<—> 


rities exchanges, and in particular, the require- 
| ments of Section 6 of the Act. 


The Commission finds good cause pursuant to Section 
19(b)(2) of the Act for approving the proposed rule 
change prior to the thirtieth day after the date of 
publication of notice of the filing thereof in that: 





(1) the PBW initially proposed to expand its program 
}  onJuly 14, 1975 and refiled this proposal pursuant to 
newly adopted Rule 19b-4 under the Act while the 
| Commission staff procedures (now completed) were 
| being conducted in response to the July 14, 1975 
proposal; (2) the PBW’s pilot option program appears 
adequate to accommodate the expansion; and (3) ex- 
pansion of the Exchange’s pilot to fifteen (15) classes 
of options would seem to provide a better test of the 
PBW’s pilot option program. The Commission has to 
date received no public comments in response to the 
proposal. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that effective October 14, 1975 
the PBW rule change referenced above be, and there- 
fore is, approved. 

By the Commission. 


George A. Fitzsimmons 


} 0 Secretary 





On September 11, 1975 the PBW Stock Exchange, Inc. 


SECURITIES EXCHANGE ACT OF 1935 
Release No. 11746/October 16, 1975 


The Securities and Exchange Commission announced the 
termination of the suspension of trading in the securities 
of W. T. Grant Company (‘Grant’), a Delaware corpora- 
tion with corporate headquarters at 1441 Broadway, New 
York, New York 10018, effective midnight (EDT) on 
October 18, 1975. 


The Commission initiated the suspension of trading in 
Grant’s securities on September 29, 1975 at the request 

of the company pending dissemination of news concerning 
the company’s financial condition and efforts to renego- 
tiate financing agreements. 


Grant has advised the Commission that, in view of the 
current court proceedings under Chapter XI of the Bank- 
ruptcy Act, instituted October 2, 1975 and the substan- 
tial restructuring of its operations, the company does not 
believe that it is feasible for it to make available current 
information adequate for public investors to make sound 
investment decisions with respect to Grant's securities. 


The Commission cautions broker-dealers, shareholders, 
and prospective purchasers that they should carefully 
consider the foregoing information along with all other 
currently available information and any information 
subsequently issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Securities 
Exchange Act of 1934, at the termination of the trading 
suspension no quotation may be entered unless and until 
they have strictly complied with all of the provisions of 
said rule. If any broker or dealer has any questions as to 
whether or not he has complied with said rule, he should 
not enter any quotation but immediately contact the staff 
of the Division of Enforcement in Washington, D. C. If 
any broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time as he 
has familiarized himself with said rule and is certain that 
all of its provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, 

the Commission will consider the need for prompt en- 
forcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 11748/October 16, 1975 


PROPOSAL TO ADOPT THE FOCUS REPORT, A 
PROGRAM TO STREAMLINE THE FINANCIAL 
AND OPERATIONAL REPORTING OF BROKERS 
AND DEALERS, INCLUDING AMENDMENTS TO 
RULE 17a-4, RULE 17a-5 AND RELATED FORM 
X-17A-5, RULE 17a-10 AND RELATED FORM 
X-17A-10, RULE 17a-11 AND RELATED FORM 
X-17A-11, AND RULE 17a-20 UNDER THE SECUR- 
ITIES EXCHANGE ACT OF 1934 
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(File No. S7-594) 


The Securities and Exchange Commission today announ- 
ced the proposed adoption of the FOCUS Report, 

a financial and operational combined uniform single 
report under the Securities Exchange Act of 1934. The 
FOCUS Report would replace the information present- 
ly required by Form X-17A-5, Form X-17A-10 1/ and 
Form X-17A-11, which are the Commission's forms, 
the Joint Regulatory Report, Forms “M” and “Q” the 
income and expense reports, and various other finan- 
cial and operational forms and reports required by 
self-regulatory organizations. 


The Commission also announced the proposed amend- 
ment of Rule 17a-4, Rule 17a-5, Rule 17a-10, Rule 
17a-11 and Rule 17a-20, in order to further implement 
the adoption of the FOCUS Report and a streamlined 
system of financial and operational reporting for brokers 
and dealers. Rule 17a-4 would be amended to require 
that brokers and dealers maintain certain books and 
records required for the preparation of the FOCUS 
Report. Rule 17a-4 would also be amended to require 
that such books and records be maintained for a mini- 
mum period of 3 years. Rule 17a-5 would be amended 
to specify the preparation and filing requirements of 
the FOCUS Report including Parts | and I! of Form 
X-17A-5 and the annual audit report. Rule 17a-10 
would be amended to shorten the time period within 
which Form X-17A-10 must be filed. Form X-17A-10 
would be substantially amended to conform to the 
format of the FOCUS Report and to reduce the amount 
of income and expense information required. This re- 
duced information would be effective for calendar year 
1975. Rule 17a-11 would be amended to require a 
broker or dealer subject to it to file Part 1! of Form 
X-17A-5 plus supplementary schedules as required, 

in place of the schedules now required. In addition, 
those events which would require reporting of ma- 
terial inadequacies would be revised, and the filing 

by the broker or dealer of corrective plans to remedy 
such inadequacies would be required. Rule 17a-20 
would be amended to eliminate the monthly reporting 
by any broker or dealer and to eliminate the required 
quarterly filing of Form X-17A-20 for those brokers 

or dealers whose revenues exceed $500,000, unless a 
minimum of 20 percent of said revenue is derived 
from brokerage commission transactions. 


Each of said rules would also be amended to conform 
to Section 15(a)(1) of the Securities Exchange Act of 
1934, as amended. That section now requires all brokers 
and dealers, whether or not they are members of a na- 
tional securities exchange, to register with the Commis- 
sion. Consequently the term ““member of an exchange” 
would be deleted from the phrase “member of an ex- 
change, broker or dealer,”’ as such term would no longer 
be necessary. 


Due to the implementation of amended Rule 15c3-1 
on January 1, 1976, the financial and operational re- 
ports, and the surveillance systems of the Commission 
and the self-regulatory organizations will become obso- 
lete as of that date. For this reason, the Commission 

is Most concerned with expediting the adoption of the 
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FOCUS Report, in order that the revised reporting 
system may be implemented concurrently with amended 
Rule 15c3-1. 


Introduction 


Section 17(a)(1) of the Securities Exchange Act, as 
amended, provides that the Commission shall prescribe 
by rule the records to be kept and the reports to be 
made and disseminated by brokers and dealers. Sec- 
tion 17(e) of the Securities Exchange Act of 1934, as 
amended, requires every broker or dealer to file an- 
nually with the Commission a certified balance sheet 
and income statement, and such other information 
concerning its financial condition as the Commission 
may prescribe by rule, and authorizes the Commission 
to prescribe the form and content of such financial 
statements, and accounting standards used in their 
preparation. 


The creation of the SEC Advisory Committee on Broker- 


Dealer Reports and Registration Requirements was an- 
nounced by the Commission in September, 1972, mark- 
ing the beginning of a program to review the reporting 
requirements imposed on brokers and dealers by rules 
of the Commission and the self-regulators. In December, 
1972 the Committee submitted its recommendations 
to the Commission in the Advisory Committee’s Study 
on Broker-Dealer Reports and Registration Require- 
ments (‘Stepanek Report’). The Stepanek Report 
concluded that there then existed unnecessary and 
duplicative reporting requirements which were unco- 
ordinated by the various regulating entities. 


The Commission subsequently established a Staff Task 
Force to determine whether the recommendations of 
the Committee could be implemented and if so, in 
what manner. The Staff Task Force delivered its report 
to the Commission substantially supporting the conclu- 
sions and recommendations of the Stepanek Report. 
The Commission thereafter formulated a program of 
implementation based upon the recommendations of 
the Stepanek Report as supported by the Staff Task 
Force. In its “Announcement of a Program of Imple- 
mentation Regarding the ‘SEC Advisory Committee 

tudy on Broker-Dealer Reports and Registration 
Requirements’ ...”” the Commission: 


1. stated its intention to develop a key regulatory 
report 2/ and sought public comments thereon; and 


2. stated its intention to establish a Report Coordin- 
ating Group under the Federal Advisory Committee 
Act to advise the Commission on the consolidation 
and reduction of reporting requirements and to assist 
the Commission in the development of a key regula- 
tory report. 3/ 


In May, 1974 the Commission announced the member- 
ship of the Report Coordinating Group (‘“Group”), a 
federal advisory committee. 4/ At its first meeting on 
June 3, 1974, the Group reviewed the Stepanek Report 
and decided to give the highest priority to developing 
recommendations regarding a uniform financial and 
operational report. 5/ 
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On August 9, 1974 the Commission issued guidelines for 
auniform financial and operational report. In accord- 

ance with these guidelines the Group reviewed the reports, 
forms and similar material required of brokers and deal- 
ers by the Commission, the self-regulatory organizations 
and others. The Group, with the dedicated assistance of 
staff persons from all sectors of the industry, developed 

a FOCUS Report Discussion Paper which was distributed 
on October 15, 1974. Comments suggesting further sim- 
plification and changes in the items of the FOCUS Report 
were considered in the drafting of the FOCUS Report Re- 
vised Discussion Paper released on December 16, 1974. 6/ 
The FOCUS Report Revised Discussion Paper set forth a 
three part reporting format of financial and operational 


Since the release of the FOCUS Report Revised Discus- 
sion Paper, the Group has held additional public meet- 
ings to further simplify the FOCUS Report and at the 
same time improve its effectiveness as a surveillance tool 
for the Commission and the self-regulators. The Group 
released its final recommendation for a FOCUS Report 
in its First Annual Report on June 16,1 975. 7/ The 
FOCUS Report is the product of the efforts of the Group 
assisted in large part by the comments and suggestions 

of members of the industry, the self-regulatory organi- 
zations, the accounting profession and interested mem- 
bers of the public. The Commission, having considered 
the recommendations of the Report Coordinating Group 
and the comments thereon, believes that the adoption of 
a reporting system based upon and including the FOCUS 
Report, with some modifications to the program recom- 
mended, will provide an opportunity for uniform indus- 
try-wide regulation and will substantially reduce the 
reporting burdens on the securities industry without 
compromising the interest of the public and the regula- 
tors. 
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Amendment of Rule 17a-4 


Rule 17a-4 would be amended by adding subparagraph 
(b)(8) to require every broker or dealer who is required 
to file Part 1! of Form X-17A-5 to make and keep cer- 
tain additional books and records. Such a requirement 
should not constitute a significant additional burden, 
inasmuch as said records are now prepared during the 
course of operation of the broker or dealer’s business. 
These new schedules would replace a number of 
schedules in current Form X-17A-5 and would provide 
detailed information required for a proper analysis and 
review of the annual audit report. 


Text of Proposed Amended Rule 17a-4 


The text of Rule 17a-4(b), as it is proposed to be amend- 
ed, is as follows (new material is in italics): 


(b) Every such broker and dealer shall preserve for a 
period of not less than 3 years, the first 2 years in an 
accessible place: 


in support of amounts included in reports on Form X- 


: Schedules which contain the following information 
17A-5 Part I! or Part IIA: 


data to be completed by certain firms at specified intervals. 


(i) money balance and quantity, price and valuation 
of each security in customers’ accounts reported on 
the Statement of Financial Condition in cash and 
fully secured accounts, partly secured accounts unse- 
cured accounts and in securities accounts payable to 
customers; 


(ii) money balance and quantity, price and valuation 
of each security in non-customers’ accounts reported 
on the Statement of Financial Condition in cash and 
fully secured accounts, partly secured and unsecured 
accounts and in securities accounts payable to non- 
customers; 


(iii) description quantity, price and valuation of each 
security reported on the Statement of Financial Con- 
dition as securities owned, securities owned not 
readily marketable, and other investments owned 
not readily marketable; 


(iv) amount of secured demand note, description of 
collateral securing such secured demand note includ- 
ing quantity, price and valuation of each security and 
cash balance securing such secured demand note; 


(v) description of futures commodity contracts, con- 
tract value on trade date, market value, gain or loss, 
and liquidating equity or deficit in customers’ and 
non-customers’ accounts; 


(vi) description of futures commodity contracts, 
contract value on trade date, market value, gain or 
loss and liquidating equity or deficit in trading and 
investment accounts; 


(vii) money balance, quantity, price and valuation of 
each spot commodity reported on the Statement of 
Financial Condition in customers’ and non-customers’ 
accounts; 


(viii) money balance, quantity, price and valuation of 
each spot commodity reported on the Statement of 
Financial Condition in trading and investment ac- 
counts; 


(ix) number of shares, description of security, exer- 
cise price, cost and market value of put and call op- 
tions reported on the Statement of Financial Condi- 
tion showing listed and unlisted put and call options 
separately; and 


(x) quantity, price, and valuation of each security under- 
lying the haircut for undue concentration made in the 
Computation of Net Capital. 


Amendment of Rule 17a-5 and Related Form X-17A-5 8/ 
|. Reports to be Filed by Brokers and Dealers 


Rule 17a-5(a)(2) would be amended to prescribe which 
firms must file the different parts of Form X-17A-5. 
Clearing or carrying firms which have not received 
notice that they exceed certain safe parameters of fi- 
nancial and operation condition would file Part | 
monthly and Part I! on calendar quarters. 9/ Firms 
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which do not carry or clear customer accounts would 
file Part I! on calendar quarters. Firms which receive 
notice of exceeding certain parameters of financial and 
operational condition would file Part 11 monthly. Part 
1A would be filed quarterly in lieu of Part I! by small 
brokers and dealers, firms not clearing and not carry- 
ing customer accounts, and firms conducting a limited 
type of business. Such of these firms which exceed 
parameters set by the self-regulators would file Part 
tA monthly. In addition, every broker or dealer 
required to file an annual audit report under proposed 
paragraph (b) must file Part I! or IIA, as applicable, as 
of the date selected for the annual audit report if such 
date does not coincide with a calendar quarter. 


Proposed subparagraph (a)(4) would be added to per- 
mit the broker or dealer to satisfy the filing require- 
ments under subparagraph (a)(2) by complying with 
filing requirements established by a plan submitted 

to the Commission by the appropriate national securi- 
ties exchange or registered nationa! securities associa- 
tion. Pursuant to the plan, the exchange or association 
would be required to transmit to the Commission a 
copy of the applicable parts of Form X-17A-5 as to 
each member participating in the plan. The plan would 
also set forth the time limitations within which the 
various parts of Form X-17A-5 must be filed. 


Requests for extension of time or exemption from any 
of the requirements of paragraph {a) would be consid- 
ered pursuant to proposed subparagraph (a) (5). 


Termination of Membership 


Paragraph (j) would be renumbered (1) and amended 
to require that any broker or dealer who ceases to be 
a member in good standing of a national securities 
exchange file with the Commission, no later than two 
days after the termination, Part I! of Form X-17A-5 
as of the termination. In addition, a national securities 
exchange which acts to terminate the membership of a 
broker or dealer or learns of any such action would be 
required to notify the Commission of such action and 
notify the broker or dealer of its reporting require- 
ment under this paragraph. 


Financial Statements to Customers 


Proposed amended paragraph (m) combines former para- 
graphs (m), (n) & (o) and would prescribe the form and 
content of statements to be furnished to customers by 
all brokers and dealers required to file an annual audit, 
report, with the exception of certain brokers or dealers 
with limited activities as enumerated in subparagraph 
(m)(1). The statements, as set forth in subparagraph (m) 
(2), would include a consolidated balance sheet, a . 
statement indicating the broker’s or dealer’s actual net 
capital and its required net capital, a notice that a copy 
of any material inadequacies commented upon by the 
independent public accountant in connection with the 
annual audit report is currently available for the cus- 
tomer’s inspection at the Commission’s principal office 
in Washington, D. C., and the Commission’s regional 
office for the region in which the broker or dealer has 
its principal place of business, and a notice indicating 
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that the Statement of Financial Condition of the most 
recent annual audit report of the broker or dealer is 
similarly available for inspection. 


ll. Accountants’ Reports 
Annual Audit Report 


The Commission also proposes that brokers and dealers 
file an annual audit report on a fiscal or calendar year 
basis. 10/ Rule 17a-5(b)(1) would require the follow- 
ing financial data to be included in the annual audit 
report: 


Financial Statements: 
Statement of Financial Condition; 
Statement of Income (Loss); 
Statement of Changes in Financial Condition; 


Statement of Changes in Stockholders’ Equity or 
Partners’ or Sole Proprietor’s Capital; 


Statement of Changes in Liabilities Subordinated 
to Claims of General Creditors; 


Schedules: 


Computation of Net Capital Pursuant to Rule 15c3-1; 
and 


Computation for Determination of Reserve Require- 
ments Pursuant to Rule 15c3-3 


The financial statements would be consolidated, includ- 
ing statements of the broker or dealer parent company 
and its subsidiaries. All of the financial statements and 
schedules would be filed on a confidential basis except 
the Statement of Financial Condition, which would be 
provided for customers of the broker or dealer. 


The proposed audited financial statements would be 
filed at the principal office of the Commission in Wash- 
ington, D. C., the regional office of the Commission 
for the region in which the broker or dealer has its 
principal place of business, and at the principal office 
of the designated examining authority for said broker 
or dealer no later than sixty days after the date of the 
annual audit. The computations contained in the pre- 
vious unaudited filing of Part I! or Part IIA, pursuant 
to Rules 15c3-1 and 15c3-3, would be reconciled in a 
report filed by the broker or dealer pursuant to amended 
Rule 17a-5(b)(4), if such reports differ materially from 
the computation contained in the audit report. 


The term “fiscal year”’ would be defined as the broker's 
or dealer’s fiscal year for reporting purposes. The date 
of the audit may be at any point within the calendar 
year, however, if such date does not coincide with the 
close of a calendar quarter, the broker or dealer must 
file an additional Form X-17A-5, Part II or 1A as 
prescribed in paragraph (a), as of the date of the annual 
audit. This fifth filing would allow the integration of 
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the annual audit report into the Commission’s surveillance 
rogram, and the surveillance programs of the self-regu- 
tors. 


Audit Objectives & Procedures 


Rule 17a-5 would also be amended to prescribe the audit- 
ing principles and auditing standards to be used in the 
preparation of the broker’s or dealer’s audited financial 
statements. 11/ Proposed paragraph (h) requires the 
annual audit to be made in accordance with generally 
accepted auditing standards. The audit is to be conducted 
in such a manner as to provide the accountant with the 
basis for expressing an opinion on the financial statement 
of the broker or dealer at the date of the examination. 
The audit should be designed in such a manner as to pro- 
vide the accountant with reasonable assurance of the dis- 
covery of any material inadequacies in the accounting 
system, the internal accounting control, procedures for 
safeguarding securities or the procedures followed in 
complying with Rule 17a-13. Subparagraph (h)(2) de- 
fines the scope of a material inadequacy. 


Proposed paragraph (i) would prescribe the extent and 
timing of procedures to be followed in the annual audit 
and would permit the accountant to exercise discretion 
in the area of the extent and timing of the audit pro- 
cedures. In addition, the accountant would have a 
responsibility to notify the chief financial officer of 
the broker or dealer of any material inadequacies dis- 
covered in the course of the audit or interim work. If 
broker or dealer fails to notify the Commission, the 
ohare himself must do so. 


Report on Material Inadequacies 


Proposed paragraph (k) would require that the broker 
or dealer file concurrently with the annual audit report 
a supplemental report by the accountant describing any 
material inadequacies found to exist at the audit date 
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and any corrective action taken by the broker or dealer 
or proposed by the broker or dealer or the accountant 
in regard thereto. 


Nature and Form of Reports 


Paragraph (b), which prescribes the nature and form of 
reports which must be filed by the broker or dealer 
would be renumbered (c). Subparagraph (c)(4)(iii)(b) 
thereof would be amended to require that amounts 
reported in the Annual General Assessment Reconcilia- 
tion (Form SIPC-7) be compared with amounts reflected 
in Form X-17A-5 for the fiscal year, rather than the 
present comparison with the amounts reflected in 

Form X-17A-10. 


Extensions of Time 


Paragraph (d) of the Rule would be designated as para- 

graph (e) and would be revised to require the broker or 

dealer to include certain representations in its applica- 

tion for an extension of time for filing the annual audit 
{ ort. The application would be required to be received 
the Commission’s principal office in Washington, 

D. C. and the appropriate regional office of the Commis- 


sion prior to the time that the report is normally due 
pursuant to paragraph (b). The application would not 
be deemed granted by inaction on the part of the 
Commission as is now provided for by the last sentence 
of the paragraph, accordingly, that sentence has been 
deleted from proposed paragraph (e). 


Qualifications of Accountant 


Paragraph (f) would be renumbered (g) and a new sub- 
paragraph (g)(2) would be added which would require 
every broker or dealer to file with the Commission, as 
of January tenth of each year, an agreement with an 
independent public accountant covering a contractual 
commitment to conduct the broker or dealer’s annual 
audit for that year. In addition, new subparagraph (g) 
(3) would require that the accountant be independent 
in accordance with Rules 2-01(b) and (c) of Regulation 
S-X. 


Technical Requirements of Accountant’s Report 


Proposed amended paragraph (j) would combine former 
paragraphs (g), (h) and (i) in setting forth the technical 
requirements of the accountant’s report, the represen- 
tations and opinions to be expressed by the accountant 
with respect to the annual audit, and the manner in 
which exceptions noted by the accountant are to be 
stated. Proposed amended paragraph (j) also notes 

that the accountant would be required to perform 
additional audit procedures if such procedures are 
necessary to accomplish the audit objectives. 


Form X-17A-5 


The statements and schedules contained in the FOCUS 
Report would replace present Form X-17A-5, but the 
designation “Form X-17A-5” would be retained. Form 
X-17A-5 is divided into two parts with additional supple- 
mentary schedules. Part | is to be a one-page summary 
report containing key financial and operational infor- 
mation consisting of core line items for all brokers 

and dealers and supplementary items for small brokers 
and dealers. These line items would provide regulators 
with timely information needed for the continued via- 
bility of the present day early warning system. This 
part is designed so that the trend for a full year in any 
of the line items is shown on a horizontal line on the 
report. 


Nearly all of the information in Part | is presently 
required to be generated and maintained by rules of 
the Commission, national securities associations and 
national securities exchanges. Accordingly, Part ! 

will replace a number of forms currently used by 
members of the securities industry. It is the Commis- 
sion’s understanding that Part | will replace the month- 
ly reports that the various self-regulators currently re- 
quire of firms which do not exceed certain safe para- 
meters of financial and operational condition. 


Part Il of Form X-17A-5 is a general purpose financial 
and operational report. It is designed to accomplish 
several objectives: attain simplicity and uniformity, 
obtain essential regulatory information, and develop 
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statements in a format consistent with generally accepted 
accounting principles. Part Il contains the following fi- 
nancial statements and schedules: 


Financial Statements 
Statement of Financial Condition; 
Statement of Income (Loss); 


Statement of Changes in Stockholders’ Equity or 
Partners’ or Sole Proprietor’s Capital; and 


Statement of Changes in Liabilities Subordinated to 
Claims of General Creditors. 


Schedules 
Computation of Net Capital under Rule 15c3-1; 


Computation for Determination of Reserve Require- 
ments Exhibit A of Rule 15c3-3; 


Total Capital and Subordinated Capital Maturing or 
Proposed to be Withdrawn within the Next Six 
Months and Details Thereof; and 


Financial and Operational Data. 


Part IIA is an abbreviated version of Part II. It includes a 
Statement of Financial Condition, a Computation of Net 
Capital Under Rule 15c3-1; a Statement of Income (Loss), 
and a Schedule of Details of Total Capital and Subordin- 
ated Capital Maturing or Proposed to be withdrawn within 
the next Six Months. 


Text of Proposed Amended Rule 17a-5 


Rule 17a-5 - Reports to be made by certain brokers and 
dealers. 


(a) Filing of Monthly and Quarterly Reports 


(1) This paragraph (a) shall apply to every broker or 
dealer registered pursuant to section 15 of the Act. 


(2)(i) Every broker or dealer subject to this paragraph 
(a) who clears or carries customer accounts shall file 
monthly Part | of Form X-17A-5. 


(ii) Every broker or dealer subject to this paragraph (a) 
who clears or carries customer accounts shall file Part I! 
of Form X-17A-5 each calendar quarter and within 17 
business days after the date selected for the annual 
audited financial statements where said date is other 
than a calendar quarter. Certain of such brokers or deal- 
ers shall file Part I1A in lieu thereof if the nature of their 
business is limited as described in the instructions to 
Part I! of Form X-17A-5. 


(iii) Every broker or dealer who does not carry nor clear 
customer accounts shall file Part IIA of Form X-17A-5 
each calendar quarter and within 17 business days after 
the date selected for the annual audited financial state- 
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ments where said date is other than the end of the calen- 
dar quarter. 


(iv) Upon receiving written notice from the Commission 
or the examining authority designated pursuant to Sec- 
tion 17(d) of the Act, a broker or dealer who receives 
such notice shall file monthly Part I! of Form X-17A-5 
or such other financial or operational information as 
shall be required by the Commission or the designated 
examining authority. 


(e) The reports provided for in this paragraph (a) shall 
be filed at the Commission’s principal office in Wash- 
ington, D. C. and the regional office of the Commission 
for the region in which the broker or dealer has its prin- 
cipal place of business. Except as provided for in para- 
graph (c)(3) such reports shall be available for examina- 
tion at the principal office of the broker or dealer. 


(4) The provisions of subparagraphs (2) and (3) of 
paragraph (a) shall not apply to a member of a national 
securities exchange or a registered national securities 
association if said exchange or association maintains 
records containing the information required by Part |, 
Part I! or Part I1A of Form X-17A-5 as to such member, 
and transmits to the Commission a copy of the applicable 
parts of Form X-17A-5 as to such member, pursuant to a 
plan, the procedures and provisions of which have been 
submitted to and declared effective by the Commission 
Any such plan filed by a national securities exchange or a 
registered national securities association may provide that 
when a member is also a member of one or more national 
securities exchanges, or of one of more national securi- 
ties exchanges and a registered nation&l securities associa- 
tion, the information required to be submitted with re- 
spect to any such member may be submitted by only one 
specified national securities exchange or registered nation- 
al securities association. For the purposes of this rule, a 
plan filed with the Commission by a national securities 
exchange or a registered national securities association 
shall not become effective unless the Commission, having 
due regard for the fulfillment of the Commission’s duties 
and responsibilities under the provisions of the Act, de- 
clares the plan to be effective. Further, the Commission, 
in declaring any such plan effective, may impose such 
terms and conditions relating to the provisions of the 
plan and the period of its effectiveness as may be deemed 
necessary or appropriate in the public interest, for the pro- 
tection of investors, or to carry out the Commission’s 
duties and responsibilities under the Act. 


(5) On written request of any national securities ex- 
change, registered national securities association, broker 
or dealer, or on its own motion, the Commission may 
grant an extension of time or an exemption from any 
of the requirements of paragraph (a) either uncondi- 
tionally or on specified terms and conditions. 


(b) Filing of Annual Audited Financial Statements. 


(1)(i) The broker or dealer shall file annually, on a 
calendar or fiscal year basis on Form X-17A-5, a report 
which shall be audited. Reports pursuant to this para- 
graph (b) shall be as of the same fixed or determinable 
date each year unless a change is approved by the Com- 
mission. 
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(ii) A broker or dealer succeeding to and continuing the 
iness of another broker or dealer need not file a re- 
under this paragraph as of a date in the fiscal or 


‘WP calendar year in which the succession occurs if the pre- 


decessor broker or dealer has filed a report in compli- 
ance with this paragraph as of a date in such fiscal or 
calendar year. 


(2) Financial statements to be filed with said report 

shall be prepared in accordance with generally accepted 
accounting principles and shall include a Statement of 
Financial Condition, a Statement of Income (Loss), a 
Statement of Changes in Financial Condition, a State- 
ment of Changes in Stockholders’ Equity or Partners’ 

or Sole Proprietor’s Capital, and a Statement of Changes 
in Liabilities Subordinated to Claims of General Creditors. 


(3) Supporting statements and schedules shall include 
a Statement of Financial Condition from Part I! of 
Form X-17A-5, a Computation of Net Capital Under 
Rule 15c3-1, a Computation for Determination of the 
Reserve Requirements Under Exhibit A of Rule 15c3-3 
and Information Relating to the Possession or Control 
Requirements Under Rule 15c3-3, and shall be filed 
with said report. 


(4) A reconciliation of the Computation of Net Capital 
Under Rule 15c3-1 and the Computation for Determina- 
tion of the Reserve Requirements Under Exhibit A of 
Rule 15c3-3 with the broker’s or dealer’s corresponding 
unaudited most recent Part !! filing shall be filed with 


c" report when they differ materially. 


© {°(5) The annual audit report shall be filed not more than 


A 


—EEEE 
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sixty (60) days after the date of the financial statements. 


(6) The annual audited financial statements shall be 

filed at the regional office of the Commission for the 
region in which the broker or dealer has its principal 
place of business, the Commission’s principal office 

in Washington, D. C., and the principal office of the 
designated examining authority for said broker or dealer, 
and copies thereof shall be provided to all self-regulatory 
organizations of which said broker or dealer is a member. 


(c) Nature and form of reports. The financial statements 
filed pursuant to paragraph (b) of this rule shall be pre- 
pared and filed in accordance with the following require- 
ments: 


(1) A certified public accountant or a public accountant 
who shall be in fact independent shall give an opinion 
covering the financial statements: Provided, however, 
that an accountant need not give an opinion covering 
such financial statements if, since the dete of the previous 
financial statements of report filed pursuant to Rule 
15b1-2 or this rule: (i) said broker or dealer has not 
transacted a business in securities directly with or for 
other than members of a national securities exchange; 
has not carried any margin account, credit balance or 
security for any person other than a general partner; 

and has not been required to file a certified financial 
tatement with any national securities exchange; or 

ii) its securities business has been limited to acting as 
broker (agent) for the issuer in soliciting subscriptions 


for securities of such issuer, said broker has promptly 
transmitted to such issuer all funds and promptly de- 
livered to the subscriber all securities received in con- 
nection therewith, and said broker has not otherwise held 
funds or securities for or owned money or securities to 
customers; or (iii) its securities business has been limited 
to buying and selling evidences of indebtedness secured 
by mortgage, deed of trust, or other lien upon real estate 
or leasehold interests, and said broker or dealer has not 
carried any margin account, credit balance, or security 
for any securities customer. 


A broker or dealer who files a report which is not 
covered by an accountant’s opinion shall include in the 
oath or affirmation required by paragraph (c)(2) of 
this rule a statement of the facts and circumstances re- 
lied upon as a basis for exemption from the require- 
ment that financial statements filed pursuant to para- 
graph (b) be covered by the opinion of an accountant. 


(2) Attached to the report shall be an oath or affirma- 
tion that, to the best knowledge and belief of the person 
making such oath or affirmation, (i) the financial state- 
ments and supporting schedules are true and correct, and 
(ii) neither the broker or deaier, nor any partner, officer, 
or director, as the case may be has any proprietary inter- 
est in any account classified solely as that of a customer. 
The oath or affirmation shall be made before a person 
duly authorized to administer such oaths or affirmations. 
If the broker or dealer is a sole proprietorship, the oath 
or affirmation shall be made by the proprietor; if a 
Partnership, by a general partner; or if a corporation, 

by a duly authorized officer. 


(3) If the Statements of Financial Condition in subpara- 
graphs {b)(2) or (b)(3) are bound separately from the 
balance of the annual audited financial statements filed 
pursuant to subparagraph (b)(1), the balance of the 
annual audited financial statements shall be deemed con- 
fidential, except that it shall be available for official use 
by any official or employee of the United States or 

any State, by national securities exchanges and national 
securities associations of which the person filing such re- 
Port is a member, and by any other person to whom the 
Commission authorizes disclosure of such information 
as being in the public interest. Nothing contained in this 
subparagraph (3) st:all be deemed to be in derogation 

of the rules of any registered national securities associa- 
tion or national securities exchange which give to cus- 
tomers of a member broker or dealer the right, upon 
request to such member broker or dealer, to obtain in- 
formation relative to its financial condition. 


(4) The broker or dealer shall file with the report a 
supplemental report and, subject to the provisions of 
subparagraph (c)(1) of this rule, a report of the inde- 
pendent public accountant on the status of the member- 
ship of the broker or dealer in the Securities Investor 
Protection Corporation (“SIPC”). The report shall cover 
the SIPC annual general assessment reconciliation or 
exclusion from membership forms not previously re- 
ported on under this subparagraph (4) which were re- 
quired to be filed prior to the date of the report required 
by paragraph (b) of this rule. The supplemental report, 
which shall be submitted in triplicate original to the 
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regional office of the Commission for the region in 
which the broker or dealer has its principal place of 
business as specified in subparagraph (b)(3), be bound 
regional office of the Commission for the region in 
which the broker or dealer has its principal place of 
business as specified in subparagraph (b)(3), be bound 
separately, be dated and be signed manually, shall in- 
clude the following: 


(i) A schedule of assessment payments also showing 
any Overpayments applied and overpayments carried 
forward including: payment dates, amounts, and 
name of SIPC collection agent to whom mailed, or 


(ii) If exclusion from membership was claimed, a state- 
ment that the broker or dealer qualified for exclusion 
from membership under the Securities Investor Protec- 
tion Act of 1970, and the date and name of the SIPC 
collection agent with whom a Certification of Exclu- 
sion from Membership (Form SIPC-3) was filed, and 


(iii) An accountant’s report which shall state that in 
the accountant’s opinion either the assessments were 
determined fairly in accordance with applicable instruc- 
tions and forms, or that a claim for exclusion from 
membership was consistent with income reported. If 
exceptions are noted, the accountant shall state any 
corrective action taken or proposed. The accountant’s 
review on which his report is based shall include as a 
minimum the following procedures: 


(a) Comparison of listed assessment payments with 
respective cash disbursements record entries; 


(b) Comparison of amounts reflected in Form X-17A-5 
for the fiscal year as required by paragraph (b) of this 
rule, with amounts reported in the Annual General 
Assessment Reconciliation (Form SIPC-7); 


(c) Comparison of adjustments reported in Form SIPC-7 
with supporting schedules and working papers support- 
ing adjustments; 


(d) Proof of arithmetical accuracy of the calculations 
reflected in Form SIPC-7 and in the schedules and work- 
ing Papers supporting adjustments; and 


(e) Comparison of the amount of any overpayment 
applied with the Form SIPC-7 on which it was computed; 
or 


(f) if exclusion from membership is claimed, the account- 
ant shall review Form X-17A-5 as required by paragraph 
(b) of this rule to ascertain that the Certification of Ex- 
clusion from Membership (Form SIPC-3) was consistent 
with the income reported. 


(d) Use of certain statements filed with the Securities and 
Exchange Commission. 


(1) Any broker or dealer who is subject to the provisions 
of paragraph (b) of this rule may file in lieu of the report 
required by that paragraph a copy of any financial state- 
ment is required to be filed with any national securities 
exchange of which it is a member, or with any agency of 
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any State as a condition of doing business therein, pro- 


, (f) Ex 
vided that: 6) of 
Bho! 
(i) The copy so included reflects the financial condition Wa 
of the broker or dealer as of a date not more than sixty (g)(1) 
days prior to the filing thereof with the Commission; and will nc 
w 
(ii) The report, as filed with this Commission, meets the ave 
requirements of this rule and Form X-17A-5 and contains The C 
the information called for by that form. accou! 
acti 
(2) At the request of any broker or dealer who is (i) an oa 
investment company registered under the Investment 
Company Act of 1940, or (ii) a sponsor or depositor of (2) D 
such a registered investment company who effects transac- subjec 
tions in securities only with, or on behalf of, such regis- of eac 
tered investment company, the Commission will accept pal of 
the financial statements filed pursuant to Sections 13 or the C 
15(d) of the Securities Exchange Act of 1934 or Section place 
30 of the Investment Company Act of 1940 and the the de 
rules and regulations promulgated thereunder as a filing deale’ 
pursuant to paragraph (b) of this rule. Such a filing shall an ag 
be deemed to satisfy the requirements of this rule for an in 
any calendar year in which such financial statements are comr 
filed, provided that the statements so filed meet the audit 
requirements of the other rules under which they are to Ri 
filed with respect to time of filing and content. infor 
regis! 
(e) Extension of time for filing reports. \n event any odd 
broker or dealer finds that he cannot file his report (iii) 1 
for any year within the time specified in paragraph (b) cove 
of this rule without undue hardship, he may file with 








the Commission’s principal office in Washington, D. C. 


) 
and the appropriate regional office as specified in sub- 


' ir 


paragraph (b)(6), an application for an extension of Rule 
time to a specified date which shall not be more than 90 
days after the date as of which his financial condition (4) 
is reported. Notice of such application shall be sent to file 
the designated examining authority. The application , Wasi 
shall be made by the broker or dealer and the represen- | for 1 
tations therein verified by the independent public ac- loca 
countant to the best of his ability and shall: ing ; 

day: 
(i) state the reasons for the requested extension; 

(i) 
(ii) indicate that the inability to make a timely filing | whe 
is due to circumstances beyond the control of the broker mer 
or dealer if such is the case, and describe briefly the na- serv 


ture of such circumstances. 


(iii) indicate if the broker or dealer is in violation of the whi 
net capital requirements specified in Rule 15c3-1 or the nan 
requirements of Rule 15c3-3, or has any other financial the 
or recordkeeping problems; 

(iii) 
(iv) contain an agreement to file the report on or before tha 
the date specified by the broker or dealer in the applica- an 
tion; and un 
(v) be received by the regional office of the Commission (iv) 
for the region in which the broker or dealer has its prin- ior 
cipal place of business, the Commission’s principal office pai 


in Washington, D. C. and the principal office of the desig- 
nated examining authority prior to the date upon which 
the report is due. 
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(f) Exemptions. Any “bank,” as defined in section 3(a) 
6) of the Act (48 Stat. 382; 15 U.S.C. 78c) shall be ex- 
iAnpt from the provisions of this rule. 


(g)(1) Qualifications of accountants. The Commission 


will not recognize any person as a certified public account- 
| ant who is not duly registerd, in good standing as such 
under the laws of his place of residence or principal office. 


The Commission will not recognize any person as a public 
accountant who is not in good standing and entitled to 
practice as such under the laws of his place of residence 

or principal office. 


(2) Designation of accountant. Every broker or dealer 
subject to this rule shall file no later than January 10 

of each year, a statement with the Commission’s princi- 
pal office in Washington, D. C., the regional office of 
the Commission for the region in which its principal 
place of business is located and the principal office of 
the designated examining authority for such broker or 
dealer. Such statements shall indicate the existence of 
an agreement dated no later than January first, with 

an independent public accountant covering a contractual 
commitment to conduct the broker's or dealer’s annual 
audit. The statement shall be headed ‘Notice pursuant 
to Rule 17a-5(g)(2)”" and shall contain the following 
information: (i) name, address, telephone number and 
registration number of the broker or dealer; (ii) name, 
address and telephone number of the accounting firm; 
(iii) the audit date of the broker or dealer for the year 
covered by the agreement. 








) Independence of accountant. An accountant shall 


‘ independent in accordance with the provisions of 


Rules 2-01(b) and (c) of Regulation S-X. 


(4) Replacement of accountant. A broker or dealer shall 
file a notice with the Commission’s principal office in 
Washington, D. C., the regional office of the Commission 
for the region in which its principal place of business is 


located, and the principal office of the designated examin- 


ing authority for such broker or dealer, not more than 15 
days after: 


(i) The broker or dealer has notified the accountant 
whose opinion covered the most recent financial state- 
ments filed under paragraph (b) of this rule that his 
services will not be utilized in future engagements; or 


(ii) The broker or dealer has notified an accountant 
who was engaged to give an opinion covering the fi- 
nancial statements to be filed under paragraph (b) that 
the engagement has been terminated; or 


(iii) An accountant has notified the broker or dealer 
that he would not continue under an engagement to give 
an opinion covering the financial statements to be filed 
under paragraph (b); or 


(iv) A new accountant has been engaged to give an opin- 
ion covering the financial statements to be filed under 
Paragraph (b) without any notice of termination having 
given to or by the previously engaged accountant. 


e 
h notice shall state (a) the date of notification of the 


termination of the engagement or engagement of the new 
accountant as applicable and (b) the details of any prob- 
lems existing during the 24 months (or the period of the 
engagement if less) preceding such termination or new 
engagement relating to any matter of accounting principles 
or practices, financial statement disclosure, auditing scope 
or procedure, or compliance with applicable rules of the 
Commission, which problems, if not resolved to the satis- 
faction of the former accountant, would have caused him 
to make reference to them in connection with his report 
on the subject matter of the problems. The problems re- 
quired to be reported in response to the preceding sen- 
tence include both those resolved to the former account- 
ant’s satisfaction and those not resolved to the former 
accountant’s satisfaction. Problems contemplated by this 
rule are those which occur at the decisionmaking level; 
i.e., between personnel of the broker or dealer respon- 
sible for presentation of its financial statements and 
personnel of the accounting firm responsible for render- 
ing its report. State whether the accountant’s report on 
the financial statements for any of the past two years 
contained an adverse opinion or a disclaimer of opinion 
or was qualified as to uncertainties, audit scope, or ac- 
counting principles; also describe the nature of each 

such adverse opinion, disclairaer of opinion, or qualifi- 
cation. The broker or dealer shall also request the former 
accountant to furnish the broker or dealer with a letter 
addressed to the Commission stating whether he agrees 
with the statements contained in the notice of the broker 
or dealer and, if not, stating the respects in which he does 
not agree. The broker or dealer shall file three copies of 
the notice and the accountant’s letter, one copy of which 
shall be manually signed by the sole proprietor, or a 
general partner or a duly authorized corporate officer, 

as appropriate, and by the accountant, respectively. 


(h) Audit objectives. (1) The audit shall be made in 
accordance with generally accepted auditing standards 
and shall include a review of the accounting system, the 
internal accounting control and procedures for safeguard- 
ing securities. The audit shall include all procedures neces- 
sary under the circumstances to enable the independent 
public accountant to express an opinion on the financial 
condition, results of operations, and changes in financial 
position. The scope of the audit and review of the account- 
ing system, the internal control and procedures for safe- 
guarding securities shall be sufficient to provide reason- 
able assurance that any material inadequacies existing 

at the date of the examination would be disclosed. Addi- 
tionally, as specific objectives, the audit shall include 
reviews of the practices and procedures followed by the 
client: 


(i) in making the periodic computations of aggregate 
indebtedness and net capital under Rule 17a-3(a)(11) 
and the reserve required by Rule 15c3-3(e); 


(ii) in making the quarterly securities examinations, 
counts, verifications and comparisons and the recorda- 
tion of differences required by Rule 17a-13; 


(iii) in complying with the requirement for prompt 
payment for securities of Section 4(c) of Regulation T 
of the Board of Governors of the Federal Reserve Sys- 
tem; and 
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{iv) in obtaining and maintaining physical possession or 
control of all fully paid and excess margin securities of 
customers as required by Rule 15c3-3. 


If the broker or dealer is exempt from Rule 15c3-3, the 
independent public accountant shall ascertain that the 
conditions of the exemption were being complied with 
as of the examination date and that no facts came to his 
attention to indicate that the exemption had not been 
complied with during the period since his last examina- 
tion. 


Based upon such audit including the foregoing specific 
objectives, and concurrent with his report on the fi- 
nancial statements, the independent public accountant 
shall comment upon any material inadequacies found 
to exist. Any corrective action taken or proposed shall 
be indicated. If the audit did not disclose any material 
inadequacies, the accountant shall so report. 


(2) A material inadequacy in the controls and practices 
and procedures referred to above which is expected to 
be reported under these aduit objectives includes any 
condition which has contributed substantially to or, 

if appropriate corrective action is not taken, could 
reasonably be expected to (i) inhibit a broker or dealer 
from promptly completing securities transactions or 
promptly discharging his responsibilities to customers, 
other broker-dealers or creditors; (ii) result in material 
financial loss; (iii) result in material misstatements of 
the broker or dealer's financial statements; or (d) re- 
sult in violations of the Commission’s recordkeeping 

or financial responsibility rules to an extent that could 
reasonably be expected to result in the conditions 
described in parts (i), (ii), or (iii) of this subparagraph 
(2). 


(i) Extent and Timing of Audit Procedures. (1) The 
extent and timing of audit procedures are matters for 
the independent public accountant to determine on the 
basis of his review and evaluation of the accounting 
system and accounting control. In determining the 
extent of testing, consideration shall be given to the 
materiality of an area and the possible effect on the 
financial statements of a material misstatement in a 
related account. The performance of auditing pro- 
cedures involves the proper synchronization of their 
application and thus comprehends the need for simul- 
taneous performance of procedures in certain areas 
such as, for example, securities counts, transfer ver- 
ification and customer and broker confirmation in 
connection with verification of securities positions. 


(2) If, during the course of the audit or interim work, 
the independent public accountant determines that 
any material inadequacies exist in the accounting sys- 
tem, internal accounting control, procedures for safe- 
guarding securities, or as otherwise defined in Subpara- 
graph (h)(2), then he shall call it to the attention of 
the chief financial officer of the broker or dealer, who 
shall have a responsibility to inform the Commission 
and the designated examining authority by telegraphic 
notice within 24 hours thereafter as set forth in para- 
graphs (d) and (f) of Rule 17a-11. The broker or 
dealer shall also furnish the accountant with a copy 


108/SEC DOCKET 


of said notice to the Commission by telegraphic com- 
munication within said 24 hour period. If the account- 
ant fails to receive such notice from the broker or 
deaier within said 24 hour period, or if he disagrees 
with the statements contained in the notice of the 
broker or dealer, the accountant shall have a respon- 
sibility to inform the Commission and the designated 
examining authority by report of material inadequacy 
within 24 hours thereafter as set forth in paragraph 
(f) of Rule 17a-11. Such report from the accountant 
shall (a) if the broker or dealer failed to file a notice, 
describe any material inadequacies found to exist or 
(b) if the broker or dealer filed a notice, describe the 
respects in which the accountant does not agree. 


(j) Accountants’ reports in general. 


(1) Technical requirements. The accountant’s report 
shall: (i) be dated; (ii) be signed manually; (iii) indi- 

cate the city and state where issued; and (iv) identify 
without detailed enumeration the financial statement 
and schedules covered by the report. 


(2) Representations as to the audit. The accountant'’s 
report shall: (i) state whether the audit was made in 
accordance with generally accepted auditing standards; 
(ii) state whether the accountant reviewed the pro- 
cedures followed for safeguarding securities of cus- 
tomers; and (iii) designate any auditing procedures 
deemed necessary by the accountant under the cir- 
cumstances of the particular case which have been 
omitted, and the reason for their omission. 


Nothing in this rule shall be construed to imply auth- 
ority for the omission of any procedure which inde- 
pendent accounts would ordinarily employ in the 
course of ari audit made for the purpose of expressing 
the opinions required under this rule. 


(3) Opinion to be expressed. The accountant's 
report shall state clearly the opinion of the account- 
ant: (i) in respect of the financial statements and 
schedules covered by the report and the accounting 
principles and: practices reflected therein; and (ii) as 
to the consistency of the application of the account- 
ing principles, or as to any changes in such principles 
which have a material effect on the financial state- 
ments as required to be set forth in Rule 3-07(a) of 
Regulation S-X. 


(4) Exceptions. Any matters to which the accountant 
takes exception shall be clearly identified, the excep- 
tion thereto specifically and clearly stated, and, to the 
extent practicable, the effect of each such exception 
on the related financial statements given. 


(5) Definitions. For the purpose of this rule, the 
terms “audit” (or “examination’”’), ‘““accountant’s 
report’, and “certified’’ shall have the meanings 
given in Rule 1-02 of Regulation S-X. 


(k) Accountant’s report on material inadequacies. The 
broker or dealer shall file concurrently with the annual 
audit report a supplemental report by the accountant 
describing any material inadequacies found to exist. 
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The supplemental report shall indicate any corrective 
ion taken or proposed by the broker or dealer in 
rd thereto. If the audit did not disclose any material 
inadequacies, the supplemental report shall so state. 


(\) Termination of membership interest. (1) \f a broker 
or dealer holding any membership interest in a national 


ing of such exchange, such broker or dealer shall, within 
two business days after such event, file with the Com- 
mission, Part 1! of Form X-17A-5 as of the date of such 
event. 


The report shall be filed at the Commission’s principal 
office in Washington, D. C., and with the regional office 
of the Commission for the region in which the broker 
or dealer has its principal place of business: Provided, 
however, that such report need not be made or filed 

if the Commission, upon written request or upon its 
own motion exempts such broker or dealer, either un- 
conditionally or on specified terms and conditions, 

from such requirement: Provided further, that the 
Commission may, upon request of the broker or dealer, 
grant extensions of time for filing the report specified 
herein for good cause shown. 


(2) Attached to the report required by subparagraph 
(1) of this paragraph shall be an oath or affirmation 
that to the best knowledge and belief of the individual 
making such oath or affirmation the information con- 
tained in the report is true and correct. The oath or 
ffirmation shall be made before a person duly auth- 
| to administer such oath or affirmation. If the 

oker or dealer is a sole proprietorship, the oath or 
affirmation shall be made by the proprietor; if a 
partnership, by a general partner; or if a corporation, 
by the chief executive officer, or in his absence, by the 
person authorized to act in his place. 


Sas 


(3) For the purposes of this paragraph (1) ““member- 
ship interest’ shall include the following: full mem- 
bership, allied membership, associated membership, 
floor privileges, and any other interest that entitles 

a broker or dealer to the exercise of any privilege on 
an exchange. 














(4) For the purposes of this paragraph (1), any broker 
or dealer shall be deemed to have ceased to be a 

member in good standing of such exchange when he 

has resigned, withdrawn, or been suspended or expelled 
from a membership interest in such exchange or has 
directly or through any associated person sold or en- 
tered into an agreement for the sale of a membership 
interest which would on consummation thereof result 
in the termination of the broker or dealer’s member- 
ship interest in such exchange. 


—————EEEE—— 


, (5) Whenever any national securities exchange takes 
any action which causes any broker or dealer which is 
} | amember of such exchange to cease to be a member 
in good standing of such exchange or when such ex- 
change learns of any action by such member or any 
ther person which causes such broker or dealer to 
ase to be a member in good standing of such ex- 
| change, such exchange shall report such action 





securities exchange ceases to be a member in good stand- 


promptly to the Commission, furnishing information 
as to the circumstances surrounding the event and shall 
send a copy of such notification to said member to- 
gether with a notification of the broker or dealer’s 
responsibilities under this paragraph (1). 


(m) Statements to be furnished customers. 


(1) Every broker or dealer shall send to its customers 
the statements prescribed by subparagraph (2) of this 
paragraph (m) within 30 days after it files with the 
Commission the information required by paragraph (b), 
except if the activities of such broker or dealer are 
limited to any one or combination of the following 

and are conducted in the manner prescribed herein: 


(i) As introducing broker or dealer, the forwarding of 
all the transactions of his customers to a clearing 
broker or dealer on a fully disclosed basis: Provided, 
that such clearing broker or dealer reflects such trans- 
actions on its books and records in accounts it carries 
in the names of such customers and that the intro- 
ducing broker or dealer does not hold funds or se- 
curities for, or owe funds or securities to, customers 
other than funds and securities promptly forwarded 
to the clearing broker or dealer or to customers; 


(ii) The prompt forwarding of subscriptions for se- 
curities to the issuer, underwriter or other distributor 
of such securities and of receiving checks, drafts, notes, 
or other evidences of indebtedness payable solely to 
the issuer, underwriter or other distributor who de- 
livers the security directly to the subscriber or to a 
custodian bank, if the broker or dealer does not other- 
wise hold funds or securities for, or owe money ro 
securities to, customers; 


(iii) The sale and redemption of redeemable shares of 
registered investment companies or the solicitation of 
shares account of savings and loan associations in the 
manner contemplated by the $2,500 minimum net 
Capital requirement of Rule 15c3-1 or the offering 

to extend any credit to or participate in arranging a 
loan for a customer to purchase insurance in connec- 
tion with the sale of redeemable shares of registered 
investment companies; or 


(iv) Conduct which would exempt the broker or 
dealer from the provisions of Rule 17a-13 by reason 
of the provisions of paragraph (a) of that rule. 


(2) The statements to be sent to customers shall be 
as follows: 


(i) A balance sheet with appropriate notes prepared 
in accordance with the requirements of Regulation 
S-X, which shall be certified if the financial state- 
ments furnished in accordance with paragraph (b) 
of this rule are required to be certified; 


(ii) A statement indicating the amount of the broker's 
or dealer’s net capital and its required net capital, com- 
puted in accordance with Rule 15c3-1; 


(iii) If in connection with the most recent annual 
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audit report pursuant to Rule 17a-5, the independent 
accountant commented on any material inadequacies 
found to exist in the accounting system, the internal 
accounting control, procedures for safeguarding securi- 
ties or the procedures followed in complying with Rule 
17a-13, there shall be a statement by the broker or 
dealer that a copy of such report and comments is 
currently available for the customer's inspection at the 
principal office of the Commission in Washington, D. C., 
and the regional office of the Commission for the re- 
gion in which the broker or dealer has its principal 
place of business; and 


(iv) A statement indicating that the Statement of 
Financial Condition of the most recent annual audit 
report of the broker or dealer pursuant to Rule 17a-5 
is available for examination at the principal office of 
the broker er dealer, and at the regional office of the 
Commission for the region in which the broker or 
dealer has its principal place of business. 


(3) Every broker or dealer who is subject to this para- 
graph (m) shall furnish to customers and file with the 
regional office of the Commission in the region in which 
the broker or dealer has its principal place of business, 
and each national securities exchange and national se- 
curities association of which it is a member an unaudited 
statement containing the information specified in sub- 
paragraphs (m)(2)(i) and (ii) not later than 285 days 
from the date of the audited statements required by this 
paragraph (m). Said unaudited statement shall be as of 
the date of the broker’s or dealer’s fiscal period ending 
nearest to 6 months from the date of the audited state- 
ments required to be furnished pursuant to subpara- 
graphs (m)(1) and (2). 


(4) For purposes of this paragraph (m), the term 
“customer” includes any person other than another 
broker or dealer who is exempted by subparagraph 
(m)(1), for or with whom a broker or dealer has 
effected a securities transaction in a particular month, 
which month shall be either the month preceding the 
balance sheet date or the month following the balance 
sheet date in which the statement is sent. In addition, 
the term “customer” includes any person for whom the 
broker or dealer holds securities for safekeeping or as 
collateral or for whom the broker or dealer carries a 
free credit balance in the month in which customers 
are determined for purposes of this paragraph (m). 


TEXT OF PROPOSED FORM X-17A-5 

FOCUS REPORT (FORM X-17A-5) — PART | 
INSTRUCTIONS 

CORE ITEMS — PART A 

1. Net Capital - Enter Net Capital as of the end of the 
reporting period computed pursuant to Rule 15c3-1 
or Rule 15c3-1(f) for the alternative. 

2. Aggregate Indebtedness - Report the total value of 
all aggregate indebtedness items, i.e., the total money 


liabilities of the firm exclusive of items (i) through 
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(xiii) under subparagraph (c)(1) of Rule 15c3-1, or, 





if the alternative method is used, report the total of a abt 
all debit items computed in accordance with the A } Q 
Reserve Formula under Rule 15c3-3 including the +10. 
adjustments required under 15c3-1(f)(5)(i), (ii) and | exc 
(iii). gral 
3. Ratio - 11. 
ing 
a) Record the ratio of aggregate indebtedness to net cor 
capital, if applicable. of 
b) Enter the amount of net capital in excess of 6 2/3% | 12 
of aggregate indebtedness, i.e., 1500 percent, or in ex- in’ 
cess of 4% of aggregate debit items computed in accord- gra 
ance with the Reserve Formula under Rule 15c3-3. jus 
(f) 
4. Unconsolidated Income/Expense - 
| a 
a) Report unconsolidated gross operating income for | 
the current reporting month exclusive of realized or f a) 
unrealized gains or losses on proprietary positions. 
b) 
b) Enter the total unconsolidated operating expenses cr 
for the current reporting month. Provision for Federal cr 
income taxes should be included in this amount. it 
ac 
5. Trading and Investment Account Gains or Losses - } in 
Enter the net of realized and unrealized gains or fi 
(losses) in all trading, investment and other proprietary ol 
accounts for the current reporting month. Losses a 
should be recorded in brackets. ny ( 
a) 
6. Net Worth - Enter total Net Worth, i.e.,thesumof “~ [ ) 
owners’ equity or partnership capital and approved ; Pp 
subordinations. | it 
p 


7. Equity/Partnership Capital - 


a) Enter the sum of all additions to the owners’ equity 
or partnership capital during the current reporting 
month. 


———— 


b) Enter the sum of all withdrawals and/or reductions 
to owners’ equity or partnership capital during the 
current reporting month. 


—— 


8. Secured Demand Notes - 


a) Enter the sum total of the face/principal amount of 
all secured demand notes. | 


b) Record the capital value of all secured demand notes, 

i.e., the market value of all securities and cash collater- | 
alizing secured demand notes after the application of the 
haircut deductions as specified in subparagraph (c)(2)(vi) 

of Rule 15c3-1. 


9. Subordinated Loan Agreements - 


a) Enter the total amount of cash obtained pursuant to 
subordinated loan agreements. 


' 
b) Record the ledger value as of contribution date of all ) 
securities obtained pursuant to subordination agreements. 


( 


a 


Ce 





~- 


ee ee 


) 


c) State the current repayment value of all securities 
sabtained pursuant to subordination agreements. 


, 0. Allowable Assets - Enter the sum total of all assets 
exclusive of those classified under Rule 15c3-1 subpara- 
graph (c)(2)(iv) as assets not readily convertible to cash. 


11. Current (Working) Capital - Enter current or work- 
ing capital, i.e., Net Worth (Item 6) less assets not readily 
convertible into cash pursuant to subparagraph (c)(2)(iv) 
of Rule 15c3-1. 


12. Total Haricuts - Report the sum of all haircuts applied 
in the computation of net capital pursuant to subpara- 
graphs (c)(2)(vi) through (c)(2)(xi) of Rule 15c3-1 ad- 
justed where applicable by the provisions of Rule i15c3-1 
(f) when the alternative computation is used. 


13. Charges to Capital - 
a) Include charges specified by net capital rule. 


b) Include those items above which do not yet meet the 
criteria for a charge to net capital but may exceed the 
criteria at a date subsequent. These include short secur- 
ity differences, money difference accounts, open trans- 
actions over a time specified, unconfirmed transactions 
in reorganization accounts over 60 days old, unidenti- 
fied bank account reconciliation items over 30 days 

old, unconfirmed transfers, and security suspense 
accounts. 


) The amount included herein shall include, but not 

limited to, all obligations to repay, in whole or in 
part, wi thin the six months subsequent to the report- 
ing date, any Payment Obligation as defined in Ap- 
pendix (D) to Rule 15c3-3. Also to be included are 
those items defined in the instructions to the schedule 
of capital withdrawals in Part I! or Part I1A of the 
FOCUS Report (Form X-17A-5). 


14. Aged Fails - Enter the ledger balances of a) fail to 
deliver and b) fail to receive over fifteen business days 
old. 


15. Securities Concentrations - include the total market 
value of securities concentrations defined as follows: 


a) The aggregate market value of all issues in proprietary 
accounts, including secured demand note collateral ac- 
counts, any of which exceeds: 


1. the amount of net capital in excess of ten percent of 
aggregate indebtedness (use minimum dollar net capital 
requirement if greater) or if applicable, 


2. the amount of net capital in excess of seven percent 
of aggregate debit items in the formula for Determina- 

tion of Reserve Requirements for Brokers-Dealers (Ex- 
hibit A to Rule 15c3-3a). 


NOTE: Exclude exempted securities; positions arising 
({ Rut of bona fide conduct of specialists; and commercial 
per of companies which are rated in the three highest 
Categories by at least two of the nationally recognized 
statistical rating organizations. 


b) the aggregate market value of any securities (other 
than exempted securities) any one of which is being used 
to collateralize 140% of a single customer's or non-cus- 
tomer’s margin debit and which exceeds: 


1) the amount of net capital in excess of ten percent of 
aggregate indebtedness (use minimum dollar net capital 
requirement if greater) or if applicable, 


2) the amount of net capital in excess of seven percent 
of aggregate debit items in the formula for Determina- 
tion of Reserve Requirements for Broker-Dealers (Ex- 
hibit A to Rule 15c3-3a). 


c) The aggregate market value of specific securities 
(other than exempt securities) any use of which exceeds 
15% of the value of all securities which collateralize 

all margin receivables (See Note B.(1) to Exhibit A 

of SEC Rule 15c3-3a). 


d) Any combination of (a) or (b) which in aggregate 
exceeds the amount prescribed in a) 1 or a) 2 above. 


16. Deficits in Unsecured and Partly Secured Accounts - 
Enter the sum of customer or non-customer account bal- 
ances which (1) in the case of a partly secured account, 

is that amount which liquidates to a deficit and (2) in the 
case of unsecured accounts, includes all debt and /or short 
security position balances. Include liquidation deficits in 
future commodity accounts. 


17. Unsecured Loans and Advances - Report total dollar 
amount of all unsecured loans and advances owed to the 
firm by any officer, director or general partner of the 
broker-dealer, the beneficial owner of 5 percent or more 
of any class of equity securities of the broker-dealer, or 
a limited partner with a participation of 5 percent or 
more in the net assets or net profits of the broker-dealer. 


18. 15c3-3 Reserve - 


a) Enter dollar amount of cash and/ or qualified securi- 
ties carried in banks pursuant to subparagraph (e)(1) or 
(k)(2)(A) under Rule 15c3-3 as of the month end compu- 
tation date. 


b) Enter the amount required to be maintained in the 
“Reserve Bank Account” pursuant to the month end 
computation. Should the computation result in a net 
debit, this figure should be reported and enclosed in 
brackets. If exempt from the provisions of Rule 15c3-3, 
note the exemptive provision claimed, i.e., Rule 15c3-3 
(k)(1), (k)(2)(A), (k)(2)(B) or (k)(3). 


c) Indicate with a check mark if the deposit, when re- 
quired, was made no later than one hour after the open- 
ing of banking business on the second business day follow- 
ing the computation date. 


19. Total Tickets - Enter the total number of buy and 
sell tickets executed as agent and/or principal. For agency 
transactions, count both street and customer side as one 
transaction. Several executions for the same price which 
result in one confirmation should be counted as one 
transaction. In the case of principal transactions, dealer- 
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to-dealer and retail transactions are counted separately. 


Firms carrying public customer accounts for other broker- 


dealers on a fully disclosed basis are to include transac- 
tions emanating from those accounts in their total ticket 
count. Firms which introduce accounts on a fully dis- 
closed basis should not include transactions so introduced 
in their ticket count. Exclude from total ticket count 
transactions executed on behalf of monthly investment 
plans and those filled on a subscription basis wherein 
payment is made directly to an underwriter, sponsor or 
other distributor who in turn delivers the security pur- 
chased directly to the subscriber. 


20. Markets - 


a} Enter the total number of securities in which a market 
is made on NASDAO on the last day of the reporting 
period. 


b) Enter the total number of other securities in which a 
market is made on the last day of the reporting period. 


c) In respect to the number and types of markets made, 
indicate the highest minimum net capital requirement 
to which the firm is subject, i.e., Rules 15c3-1, 17a-12, 
17a-16 or NASDAO capital requirement. 


Supplemental Items - Part B 

1. Unrestricted Cash - Report all cash on hand and cash 
in banks subject to immediate withdrawls net of over- 
drafts. 

2. Clearing House Balances - 

a) Report total dollar amount due to clearing houses on 
current long positions at current prices as per clearing 
house “Month End Money Settlement Summary.” 

b) Report total dollar amount due from clearing houses 
on current short positions at current prices as per clear- 
ing house ““Month End Money Settlement Summary.” 
3. Total Fails - 

a) Report total contract value of all fails to deliver. If 
records are maintained on a trade date basis, enter 

here the total amount of all broker-dealer receivables. 

b) Report total contract value of all fails to receive. If 
records are maintained on a trade date basis, enter here 
the total amount of all broker-dealer payables. 

4. Customer Accounts - 

a) Report total amount of secured debits in customer 
accounts as of month end reporting date. Do not include 
amounts reported in Part A, item 16 above. 


b) Enter total amount of all customers’ free and other 
credit balances as defined in Rule 15c3-3 (a)(8) and (9). 


5. Inventory Positions - 
a) Report at market value all long positions carried in the 
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proprietary accounts of the firm as of the current month 
end reporting period, i.e., trading and investment 


accounts, accounts covered by satisfactory subordination ; 


agreements, and other proprietary accounts. Do not in- 
clude qualified securities held in banks pursuant to Rule 
15c3-3(e)(1). 


b) Report at market value all short positions carried in 
the proprietary accounts of the firm as of the current 
month end reporting period. 


6. Securities Borrowed - 
Enter the total market value of all securities borrowed 


from other broker-dealers, and financial and non-finan- 
cial institutions. 


Iii 





nF 














FOCUS REPORT - PART I 
LINE ITEM DETAIL 





Name of Firm: Identification No.: 








Address: Financial Principal: 


















Return to: 


(Designated Examining Authority) 
FOR MONTH ENDS 1975 





IN THOUSANDS OF DOLLARS (000's OMITTED) 





JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC 












2. Aggregate Indebtedness or 
total of aggregate debt items 
computed in accordance with 

the Reserve Formula under SEC 


1. Excess of 6 2/3 Percent 

















. Excess of 10 Percent o 


Aggregate Debit Items 
Computed in accordance with 
the Reserve Formula under 


1. Excess of 4 Percent of 


2. Excess of 7 Percent of 





a. Gross Income before Income 


Trading and Investment Account 
r 
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c. Scheduled Capital Withdrawals 
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c. Customers' Accounts Under 


d. Proprietary and Customers' 
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Deficits in Unsecured and 
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SUPPLEMENTAL ITEMS - PART B 





2. 


3. 





( 


114/SEC DOCKET 











. 


a 





FOCUS REPORT (FORM X-17A-5) - PART II 
GENERAL INSTRUCTIONS 


This FOCUS Report (Farm X-17A-5) constitutes the 
basic financial and operational report required of those 
brokers or dealers subject to any minimum net capital 
requirement mentioned in Securities and Exchange 
Commission (SEC) Rule 15c3-1(a). The instructions 
issued from time to time must be used in preparing 

this report and are considered an integral part of this 
report. 


The report shall be filed with the regulatory organization 
designated as the Examining Authority for the broker or 
dealer. 


The name of the broker or dealer and date of report 
shall be repeated on each sheet of the report submitted. 
If no response is made to an item or subdivision thereof 
it shall constitute a representation that the broker or 
dealer has nothing to report. 


The designated Examining Authority may at any time 
or from time to time in the case of a particular broker 
or dealer, subject to applicable rules or regulations, 
prescribe greater requirements than those prescribed 
herein. 


Foreign currency may be expressed in terms of United 
States dollars at the current rate of exchange and where 
carried in conjunction with the United States dollar bal- 
ances for the same customer may be consolidated with 
such United States dollar balances and the gross or net 
position reported in its proper classification, provided 
the foreign currency is not subject to any restriction 

as to conversion. If the foreign currency position so 
treated is substantial, some indication of its size shall 

be given. 


Aggregate Indebtedness and Net Capital are defined 
terms, which must be referred to in the applicable capital 
requirements rule. Accompanying the FOCUS Report 
are instructions relating to specific items and these in- 
structions must be followed. Any deviations from these 
specific instructions must be clearly explained in foot- 
notes to the report. 


If the broker or dealer is a sole proprietor, all securities 
owned and all accounts carried for it by other brokers, 

dealers, or others which contain money balances and/or 
securities shall be reported, as appropriate. 


“Exempted Securities” are those securities defined as 
such under the provisions of Section 3(a)(12) of the 
Securities Exchange Act of 1934 other than securities 
designated for exemption by action of the SEC. 


The term “contractual commitments” shall include 
underwriting, when-issued, when-distributed and delayed 
delivery contracts, the writing or endorsement of puts 
and calls and combinations thereof, commitments in 
foreign currencies and spot (cash) commodity contracts, 
but shall not include future commodity contracts and 


uncleared “regular way”’ purchases and sales of securities. 


A series of contracts of purchase or sale of the same 
security conditioned, if at all, only upon issuance may 
be treated as an individual commitment. 


“Securities which are not readily marketable” shall be 
so designated. The term “securities not readily market- 
able” includes, but is not limited to: (a) securities for 
which there is no “ready market”; (b) securities, ex- 
cept “exempted securities”, for which there is no mar- 
ket on a securities exchange or no independent public- 
ly quoted market; (c) securities which cannot be pub- 
licly offered or sold unless registration has been effected 
under the Securities Act of 1933 (or the conditions of 
an exemption, such as Regulation A, under Section 3(b) 
of such Act have been complied with); and (d) securities 
which cannot be publicly offered or sold because of sta- 
tutory, regulatory or contractual arrangement or other 
restrictions. 


The term “ready market” shall include a recognized 
established securities market in which there exists in- 
dependent bona fide offers to buy and sell so that a 
price reasonably related to the last sales price or cur- 
rent bona fide competitive bid and offer quotations 
can be determined for a particular security almost 
instantaneously and where payment will be received 
in settlement of a sale at such price within a rela- 
tively short time conforming to trade custom. 


A “ready market” shall also be deemed to exist where 
such securities have been accepted as collateral for a 
loan by a bank as defined in Section 3(a)(6) of the 
Securities Exchange Act of 1934 and where the broker 
or dealer demonstrates to its Examining Authority 
that such securities adequately secure such loans. 


Indebtedness shall be deemed to be adequately collater- 
alized or secured when the excess of the market value 
of the collateral over the amount of the indebtedness 

is sufficient to make the loan acceptable as a fully se- 
cured loan to banks regularly making secured loans to 
brokers or dealers. 


The term “Examining Authority” of a broker or dealer 
shall mean the national securities exchange or national 
securities association of which the broker or dealer is a 
member or, if the broker or dealer is a member of more 
than one such self-regulatory organization, the organi- 
zation designated by the SEC as the Examining Auth- 
ority for such broker or dealer, or if the broker or 
dealer is not a member of any such self-regulatory or- 
ganization, the Regional Office of the SEC where such 
broker or dealer has its principal place of business. 


In order to expedite the preparation of the financial 
data cailed for in the report, fractions may be dropped 
from the prices in determing any or al// long valuations. 
(No price should be used which is higher than the 
actual market price, i.e., 17 7/8 use 17 but not 18. 
However, if fractions are not used for any or al/ short 
valuations, use the higher price, i.e., 17 1/8 use 18 but 
not 17. Money amounts should be expressed in whole 
dollars. 


To assure that the information is accurate and uniform, 
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any financial statement shall be prepared in conformity 
with generally accepted accounting principles (except 
where otherwise requested) applied on a basis con- 
sistent with that of the preceding report and shall include, 
in the basic statement or accompanying footnotes, all 
informative disclosures necessary to make the statement 
a clear expression of the organization’s financial and 
operational condition. The broker or dealer must re- 
port all data after proper accruals have been made for 
income and expense not recorded in the books of 
account and adequate reserves have been provided for 
deficits in customer or broker accounts, unrecorded 
liabilities, security differences, dividends and similar 
items. 


The term “customer” shall mean any person from whom 
or on whose behalf a broker or dealer has received or ac- 
quired or holds funds or securities for the account of 
such person, but shall not include a broker or dealer, 

or a general, special or limited partner or director or 
officer of the broker or dealer, or any person to the 
extent that such person has a claim fog property or 
funds which by contract, agreement or understanding, 
or by operation of law, is part of the capital of the 
broker or dealer or is subordinated to the claims of 
creditors of the broker or dealer. However, the term 
“customer” shall also include a broker or dealer, but 
only insofar as such broker or dealer maintains a 

special omnibus account carried with another broker 

or dealer in compliance with 12 CFR 220.4(b) of 
Regulation T under the Securities Exchange Act of 
1934. 


The term “non-customer” means a broker or dealer, 
general partner, limited partner, officer, director and 
persons to the extent their claims are subordinated to 
the claims of creditors of the broker or dealer. 


Subsequent references to 15 c3-1 represent references 
to SEC Rule 15c3-1. 


Retain for at least 3 years a copy of each FOCUS 
report filed, along with all the working papgers and 
memoranda used in the preparation of each FOCUS 
report. (Refer to SEC Rule 17a-4.) Working papers, 
etc. must be made available for review by a repre- 
sentative of the designated Examining Authority. 


Filers of Part IIA 


Part IIA shall be filed quarterly by non-clearing and 
non-carrying firms and members of a registered na- 
tional securities association which are in the $2,500 
and $5,000 net capital category. Part IIA shall be 
filed monthly by such of these firms which exceed 
parameters set by the self-regulators. 


STATEMENT OF FINANCIAL CONDITION 

Cash 

Cash in banks subject to withdrawal restrictions such as 
time deposits not subject to Regulation O of the Fed- 


eral Reserve System and deposits of foreign currency 
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with exchange or transfer restrictions or funds held in 
escrow shall be shown as “other assets - Miscellaneous - 
Non-Allowable’”’. 


Bank overdrafts are not to be netted against balances 

in unrelated bank depositories. They shall be included 
in ““A. |. Liabilities” as unsecured bank loans payable 

on demand. 


Cash segregated in compliance with federal and other 
regulations 


Include in the above category any cash segregated under 
the Commodity Exchange Act, cash segregated under 
provisions of SEC Rule 15c3-3 - Special Reserve Bank 
Account for the Exclusive Benefit of Customers and any 
funds segregated pursuant to regulations of any agency 
of the federal government, any state and national 
securities exchange or national securities association. 


See 15c3-1(c)(2)(iv)(E) as to the proper classification 
of funds on deposit in a “segregated trust account” 
in accordance with Rule 27d-1 under the Investment 
Company Act of 1940. 


Receivable from brokers or dealers and clearing organiza- 
tions 


The following accounts carried by other brokers or 
dealers shall be included in “Omnibus accounts” in 
the appropriate subsection: 


1. Accounts secured by, or containing collateral 
{including interest in joint accounts). 


2. Receivables for regulated and non-regulated commodi- 
ties futures accounts liquidating to a deficit on the re- 
spondent’s books of account. 


Regarding item 2, the amount (receivable) included in 
the “Omnibus account” shall include net ledger balances 
and losses and gains on commodities future contracts. 


Amounts receivable (net) from a clearing organization 
utilizing a continuous net settlement system shall be 
included in the category - “Clearing organizations” 

in the appropriate subsection. 


Other receivables from brokers or dealers (floor broker- 
age, commission, etc.) shall be included in the category 
— “Other” and classified as allowable or non-allowable 
pursuant to 15c3-1(c)(2)(iv)(C). Include in the allow- 
able column any margin deposits for joint trading and 
investment accounts. 


Receivables from customers 


See the general instructions for definition of the term 
“customer”. Receivables from those indicated as “‘non- 
customers” shall be shown in their respective categories 
in the statement of financial condition. 


All accounts (other than regulated commodity accounts) 
of any one customer may be combined and reported under 
any appropriate classification other than cash accounts. 











‘Customers’ accounts related by bona fide written guaran- 
tees may be combined. 


Net ledger balances and losses and gains in commodity 
futures accounts liquidating to a deficit, rather than only 
ledger balances, shall be included in this section. 


The amount reported as an allowable asset represents 
those portions of partly secured accounts which are fully 
secured. The market value of long and/or short securities 
included in partly secured accounts are to be included in 
the Computation of Net Capital and Aggregate Indebted- 
ness in the respective category below “Deduction and/or 
charges”. The haricuts on long and/or short securities 
are included in the Computation below “Haircusts on 
Securities”. 


Include in the allowable column the debit balance rela- 
tive to secured commodity accounts with spot (cash) 
commodity positions which (a) resulted from a tender 
made on a futures contract within the past 90 days and 
(b) evidenced by a warehouse receipt(s) issued by a 
warehouse licensed by a commodity exchange. Include 
the debit balance in the non-allowable column if there 
is any deviation from (a) or (b). 


Partly secured accounts with spot (cash) commodity 
positions shall be reported in the manner described 
above for partly secured accounts. 


Receivables from partners, directors or officers 


The amount reported as an allowable asset represents 
those portions of partly secured accounts which are 
fully secured. The market value of long and/or short 
securities included in partly secured accounts are to be 
included in the Computation of Net Capital and Aggre- 
gate Indebtedness in the respective category below 
“Deductions and/or charges”. The haircuts on long 
and/or short securities are included in the Computa- 
tion below “Haircuts on securities”. 


Securities purchased under agreements to resell 


Report in this section reverse repurchase agreements for 
U. S. government securities. Report the cost of U. S. 
government securities which have been purchased as 
principal under an agreement to resell the securities 

to the seller. These transactions result in the broker 

or dealer having a secured receivable from the bor- 
rower of funds from him and the net capital treatment 
is to deduct the deficiency, if any, in the security 
collateralizing the receivable. 


If the U. S. government securities which have been pur- 
chased as principal under an agreement to resell the 
securities to the seller are sold as principal under a re- 
purchase agreement, report the proceeds of sale as a 
credit in the statement of financial condition under 
“Securities sold under repurchase agreements.” In 

such a case, the broker or dealer has a “matched re- 
purchase agreement” resulting in matched buy and 

sell (U. S. government securities) commitments subject 
to the agreements and as such a capital charge should 
not normally arise. 


Securities and spot commodites owned, at market value 


Security and spot (cash) commodity valuations as well 
as losses and gains in future commodity contracts shall 
be based upon market prices as at the date of the 
statement of financial condition; fractions and accrued 
interest with respect to securities may be omitted ex- 
cept where such procedure in the case of short posi- 
tions would have a material effect on Net Capital. 


For the purpose of this report securities sold as princi- 
pal under a repurchase agreement shall be deemed to 

be securities owned by the broker or dealer and the mar- 
ket value shall be included in this section. The proceeds 
of sale shall be included as a credit in the statement of 
financial condition under “Securities sold under repur- 
chase agreements”’. 


Joint trading and investment accounts in which the 
reporting broker or dealer has an interest shall be 
reported as follows: 


a) Accounts carried by the reporting broker or dealer - 
for those accounts carried by the reporting broker or 
dealer include its applicable portion of the market value 
of marketable securities and spot commodities, in the 
appropriate item. The reporting broker or dealer's re- 
lated portion of unrealized profit or loss shall be added 
to or deducted from net worth. The other participant(s)’ 
interest in the joint account shall be treated as a cus- 
tomer’s account and included as a receivable from or 
payable to customers as applicable. A margin deposit 
by the other particiant shall be included when deter- 
mining the other participant(s)’ interest. If the other 
Participant(s)’ interest is in deficit, then the same 
treatment given to all partly secured or unsecured 
customer accounts in the computation of Net Capital 
and Aggregate Indebtedness shall apply. If the other 
Participant(s)’ equity is not sufficient to meet margin 
requirements and no exemption has been granted by 
the designated Examining Authority, the amount of 
the cash margin deficiency shall be included as a 
charge in the determination of Net Capital. The other 
participant(s)’ interest in realized gains and losses and 
miscellaneous income and expense items related to 

the joint account are not to be reflected in the report- 
ing broker’s or dealer’s profit and loss accounts but 
should be reflected as due to or due from the other 
Participant(s). 


b) Accounts carried by others - for those accounts 
carried by others, the reporting broker or dealer will 
include his portion of the market value of marketable 
securities and spot commodities in the appropriate 
item. A margin deposit by the reporting broker or 
dealer is an allowable asset in the computation of Net 
Capital. The reporting broker's or dealer's portion of 
all realized gains and losses and miscellaneous income 


-and expense items, related to the joint account shall 


be reflected in its profit and loss accounts with the 
contra being due to or from the other participant(s). 
The interest of other participant(s) should not be in- 
cluded in this report. 
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which the reporting broker or dealer has an interest - 
Money balances and securities positions carried by the 
reporting broker or dealer and by a participant shal! be 
combined and considered on a net basis (offsetting 
positions in the same security shall be netted). Ad- 
justments may be made where different clearance 
dates apply to transactions made on the same day in 
the same security. The reporting broker's or dealer's 
portion of any net debit or credit balance shall be 
considered in determining losses or gains and in mark- 
ing positions to the market. The reporting broker's or 
dealer’s interest in any long and/or short security po- 
sitions should be at market value. No cash margin de- 
ficiency is to be charged to capital in connection with 
the participant’s share of such account carried by the 
broker or dealer. However, consideration should be 
given to setting up an appropriate reserve for any 
deficit in the participant's interest. The participant's 
share of any credit balances carried on the respondent's 
books for these accounts is to be included in Aggregate 
Indebtedness. 


d) If the joint account nets to a credit balance or is a 
free credit balance, include in Aggregate Indebtedness 
the amount of such balance multiplied by the partici- 
Ppant’s percentage of the account. Any margin deposits 
received regarding the above would be included in Ag- 
gregate Indebtedness. 


e) If the joint account nets to a secured debit balance 
and the participant’s percentage times such balance 
equals an amount less than the participant’s margin 
deposit, then the difference (amount) between the two 
shall be included in Aggregate Indebtedness and the 
remainder of the deposit excluded. The participant's 
portion of the net debit balance in the joint account 
shall be included in “Receivables from customers”. 


Spot (cash) commodities contracts (forward commit- 
ments) - a position in each commodity shall be con- 
sidered as actual if such will be consummated within 
30 days. However, net sales which will not be consum- 
mated within 30 days should be considered as hedges 
of any spot position in the same commodity which is 
included in the accounts of the broker or dealer. 


Include in the “Options” category the market value of 
all long listed options. The market value of all short 
listed options shall be included in the liability section 
in “Securities sold not yet purchased at market value”. 
Unrealized gains and/or losses shall be included in net 
worth since all such positions shall be marked-to-the- 
market. 


Regarding unlisted options, the following treatment 
for net worth purposes is to be followed: ; 


Unlisted call options - regarding such long options include 
unrealized profits where the market value of the under- 
lying security exceeds the exercise value of the respective 
option. For such short options, include unrealized losses 
where the market value of the underlying security exceeds 
the exercise value of the respective option. 


Unlisted put options - regarding such long options include 
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unrealized profits where the market value of the under- 
lying security is less than the exercise value of the 
respective option. For such short options, include un- 
realized losses where the market value of the underly- 
ing security is less than the exercise value of the respec- 
tive option. 


Unrealized profits and/or losses included in net worth 
on unlisted options shall be increased or decreased by 
the write-off of any unamortized cost of the long 
options or recognition of any unamortized proceeds 
from the writing or sale of such options. 


See 15c3-1 Appendix A paragraph (a) for the definition 
of listed and unlisted options. 


Positions in a broker's or dealer’s (trading) error account 
should be marked to the market and the value of the 
security positions reported in the appropriate item. Po- 
sitions long in suspense or difference accounts without 
a related money balance should not be included herein. 
Refer to 15c3-1(c)(2)(v) as to the treatment of short 
security differences. 


Accrued interest receivable and payable on the broker's 
or dealer’s readily marketable securities in its accounts 
may be added to the market value of the respective 
securities. The interest is subject to the same haircut 

as the security to which it pertains. 


Securities not readily marketable, at estimated fair value 


See the general instructions and 15c3-1(c)(2)(vi)(K-L), 
(c)(2)(vii) and (c)(11). 


Other investments not readily marketable 


The amount reported as an allowable asset represents that 
portion which would otherwise be considered non-allow- 
able except for the fact that it adequately secures in- 
debtedness. See 15c3-1(c)(2)(iv) and (c)(1)(viii). 


Secured demand notes - satisfactory subordination agree- 
ments 


Subordination agreements must conform with the mini- 
mum requirements of 15c3-1 Appendix D in order that 
the respective amounts may be included in Net Capital 
(satisfactory subordination agreements). See Appendix 
D, (c)(7) regarding subordination agreements in effect 
prior to adoption of 15c3-1. Subordinations which are 
not covered by satisfactory subordination agreements 
will be included as non-allowable assets. 


The collateral contained in each secured demand note 
collateral account shall relate only to the specific demand 
note that it collateralizes. The excess collateral value in 
one account shall not be applied to the deficiency in 
another account. 


Investment in and receivables from affiliates, subsidiaries 
and associated partnerships 


Bona fide transactions between brokers or dealers and 
guaranteed subsidiaries-unsubordinated amounts due 





























from a guaranteed subsidiary, provided that the books 
and records of the guaranteed subsidiary reflect the 
same exact liability to the parent, shall be allowable 
assets. This applies when there is no consolidation of 
assets and liabilities for Net Capital purposes as stipu- 
lated in 15c3-1 Appendix C. 


Property, furniture, equipment, leasehold improvements 
and rights under lease agreements, at cost 


Report as allowable amounts of fixed assets and assets 
which cannct readily be converted into cash, equal to 
any indebtedness adequately secured thereby. Such 
allowability is for those assets acquired for use in the 
ordinary course of the trade or business of a broker 
or dealer. Also report as allowable in the amount of 
the liability, those assets not readily convertible into 
cash wherein such assets are the sole recourse of the 
creditor for the non-payment of the related liability. 
Report as non-allowable any remaineder and/or assets 
which do not conform with the above provisions. See 
15c3-1(c)(2)(iv) and (c)(1) (viii). 


Other Assets - Dividends and interest receivable 


The amount reported as an allowable asset represents 
that portion of dividends receivable not outstanding 
longer than 30 days from the payable date, and interest 
receivable not outstanding longer than 30 days from 
the date it arises. Dividends receivable not outstanding 
longer than 30 days from the date it arises. Dividends 
receivable and payable are not to be netted; they are 

to be recorded in separate accounts. 


In addition, in cases where dividends are declared for 
the same security but at different intervals (i.e., quar- 
terly dividends), the claims for the different intervals 
shall not be netted. 


Other Assets - Free Shipments 


Receivables relating to free shipments of securities (other 
than mutual fund redemptions) in excess of $5,000 per 
shipment are non-allowable assets. All free shipments, 
including mutual fund redemptions, are non-allowable 
assets if outstanding more than seven business days. 

See 15c3-1(c)(2)(iv)(B). 


Other Assets - Loans and Advances 


Report amounts related to employees and customers as 
allowable assets if secured by readily marketable securi- 
ties and meet the margin requirements of the designated 
Examining Authority. Loans and advances to partners, 
directors, officers and subordinated lenders are to be 
included in the appropriate category under “‘Receivables 
from partners, directors or officers”. 


Other Assets - Miscellaneous 


Insurance claims receivable - report as non-allowable 
asset if (1) after 7 business days from date of discovery 
not covered by opinion of outside counsel that claim is 
valid and covered by insurance policies presently in 
effect (2) after 20 business days from date of discovery 


claim is not acknowledged in writing as due and pay- 
able by the insurance carrier, or (3) claim is not paid 
within 20 business days following date of such acknowl- 
edgement by the carrier. See 15c3-1(c)(2)(iv)(D). 


Mutual fund concessions receivable and management fees 
receivable from registered investment companies - report 
as non-allowable assets if outstanding for more than 30 
days from the date they arise. See 15c3-1(c)(2)(iv)(C). 


Future income tax benefits arising as a result of unrealized 
losses may be added directly to net worth to the extent 
such benefits do not exceed the amount of income tax 
liabilities accrued on the books and records of the broker 
or dealer and nonly to the extent such benefits could 
have been applied to reduce accrued tax liabilities on 

the date of the capital computation had the related 
unrealized losses been realized on that date. The re- 
mainder of such benefits or amounts which do not con- 
form with the above shall be included as a non-allowable 
asset. See 15c3-1(c)(2)(i)(D). 


Cash Surrender Value of Life Insurance Policies - report 
as an allowable asset if the cash surrender value and 
face value are payable (1) to the estate of a sole pro- 
prietor - broker or dealer or (2) to the broker or dealer 
if a partnership or corporation. 


Syndicate profits receivable shall be considered as un- 
secured receivables and therefore included as non- 
allowable. See 15c3-1(c)(2)(iv)(C). 


Funds on deposit in a “Segregated Trust Account” in 
accordance with rule 27d-1 under the Investment Com- 
pany Act of 1940 shall be considered as non-allowable 
to the extent that the amount on deposit in such Segre- 
gated Trust Account exceeds the amount of liability 
reserves established and maintained for refunds of 
charges required by Section 27(d) and 27(f) of The 
Investment Company Act of 1940. See 15c3-1(c)(2) 
(iv) (E). 


Accrued interest and commissions on customers’ fully 
margined accounts, cash securities accounts and accrued 
commissions on properly margined commodity accounts 
are to be reported as allowable assets. Accrued interest 
and commissions on partly secured or unsecured cus- 
tomers’ securities accounts and accrued commissions on 
customers’ commodity accounts which are not properly 
margined are to be reported as non-allowable assets. 


Drafts receivable from security and commodity clearing 
organizations which are outstanding less than 11 business 
days shall be reported as allowable assets. 


Neties receivable payable on demand secured by readily 
marketable securities and meeting the margin require- 
ments of the designated Examining Authority are to be 


‘reported as allowable assets. Unsecured notes receivable 


are to be reported as non-allowable assets. 


Shares of the Board of Trade Clearing Corporation (Chica- 
go) are to be reported as an allowable asset at the amount 
for which they can be sold to the Clearing Corporation. 
The difference between the aforementioned amount and 
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the ledger debit (mark-to-market) shall be an adjustment 
to the capital section of the statement of financial condi- 
tion. 


Good faith deposits are to be reported as non-allowable 
assets if outstanding longer than 11 business days from 
the settlement of the respective underwriting. See 15c3-1 
(c)(2)(iv)(C). 


The following cash deposits and other related type de- 
posits in the broker or dealer’s accounts shall be consid- 
ered as allowable: 


a) Guaranty deposits with Commodity Exchange Clear- 
ing Associations. 


b) Contributions to clearing organizations incident to 
membership. 


c) Margin deposits with Commodity Exchange Clearing 
Association. 


d) Margin deposits with Options Clearing Corporation. 


Rent, airline and utility deposits are to be reported as 
non-allowable assets. 


Settlement balances with clearing associations shall be 
included as allowable assets. 


Other miscellaneous assets such as deferred organization 
expense, prepaid expenses, deferred charges, goodwill, 
service fees receivable, accrued income receivable, in- 
tangible assets and postage inventory shail be included 
as non-allowable. Subscriptions receivable for capital 
stock shall be included as a deduction in computing net 
worth. 


Unsecured advances to municipalities for public improve- 
ments are to be reported as non-allowable assets. 


Time deposits which may be withdrawn upon notice of 
30 days or less are allowable assets which should be re- 
ported under “’Cash’”’. 


Non-negotiable certificates of deposit which may be paid 
upon notice of 30 days or less are allowable assets which 
should be reported under “‘Cash’’. 


Bank loans payable on demand: 
Secured by customers’ exempted securities 


In lieu of including the above in aggregate indebtedness, 
the broker or dealer may, at its option, deduct 4 percent 
of the amount of any indebtedness secured by exempted 
securities not carried long in the proprietary or other 
accounts of the broker or dealer or representing exempted 
securities failed to deliver. If such option is taken, the 
indebtedness shall be included in “‘Non-A. |. Liabilities”’ 
and the appropriate charge included in the Computation 
of Net Capital and Aggregate Indebtedness. See 15c3-1 

(c) (2) (xii). 


Secured by marketable securities and spot commodities 
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owned or held pursuant to subordination agreements 


Securities and spot commodites collateral which are 
carried long and have not been sold by the broker or 
dealer are required in order that the respective in- 
debtedness be excluded from aggregate indebtedness. 


Secured entirely by collateral owned other than market- 
able securities and not adequately secured 


See 15c3-1(c)(5) for definition of the term ‘“Adequately 
Secured”’. 


Securities sold under repurchase agreements 


For purposes of this report securities sold as principal 
under a repurchase agreement are deemed to be securi- 
ties owned by the respondent and the market value is 
included under “Securities and spot commodities owned, 
at market value’’. The proceeds of sale relating to se- 
curities sold under repurchase agreements are to be 
reported under this section. 


Payable to brokers or dealers and clearing organizations 


The following accounts carried by other brokers or 
dealers shall be included in “Omnibus accounts” in the 
appropriate subsection: 


1. Accounts secured by or containing collateral (includ- 
ing interest in joint accounts). 


2. Payables for regulated and non-regulated commczdities 
futures accounts liquidating to an equity on the respond- 
ent’s books of account. 


Regarding item 2, the amount (payable) included in the 
“Omnibus account” shall include net ledger balances 
and gains and losses on commodities future contracts. 


Amounts payable (net) to clearing organizations utilizing 
a continuous net settlement system shall be included in 
the category — ‘’Clearing organizations” in the appropri- 
ate subsection. 


Other payables to brokers or dealers (floor brokerage, 
commission, etc.) shall be included in the category 
“Other—A.|. Liabilities’. 


Regarding failed to receive, refer to 15c3-1(c)(1)(iii) and 
(iv) as to inclusion and exclusion in the determination of 
Aggregate Indebtedness. 


Regarding securities loaned (firm), exclude from Aggre- 
gate Indebtedness the ledger amount relative to securities 
which are carried long by the broker or dealer and which 
have not been sold. See 15c3-1(c)(1)(ii). 


Payables to customers - Commodities accounts 


The following commodity accounts shall be included in 
Aggregate Indebtedness: 


1. Net ledger balances and gains and losses in commodity 
future non-regulated accounts liquidating to an equity. 
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2. Free credit balances in customers’ non-regulated 
| commodity accounts. 


3. Credit balances in customers’ accounts with spot (cash) 
commodity positions. 


Regarding items 1 and 2 the respective amounts for regu- 
lated commodity accounts shall be excluded from Aggre- 
gate Indebtedness. Such represent amounts to be segre- 
gated pursuant to the Commodity Exchange Act. The 
following represents funds actually segregated pursuant 
to the Act: 


1. Funds in banks segregated under the Act (cash and 


market value of U. S. Government Securities - Firm Owned). 


2. Margin deposits with and receivable from commodity 
exchange clearing associations for regulated commodi- 
ties (cash and market value of U. S. Government Se- 
curities - Firm Owned). 


3. Receivable from brokers or dealers for customers’ 
regulated commodity future accounts - included in 
“Omnibus accounts” under “Receivables from brokers 
or dealers and clearing organizations”. 


If the total of items 1, 2 and 3 aboveare less than amounts 
to be segregated, enter such amount as an addition to 
Aggregate Indebtedness in the Computation of Net 

Capital and Aggregate Indebtedness. In addition, submit 

to the Examining Authority a statement giving the reason 
for such condition and how it was rectified. 


Accounts of non-customers shall not be included herein 
but appropriately classified in their respective categories 
in the statement of financial condition. 


Payable to partners, directors or officers 


See 15c3-1(c)(1), (c)(1)(v) and (c)(1)(xii) to determine 
classification of amounts included and excluded from 
Aggregate Indebtedness. 


Accounts payable and accrued liabilities and expenses - 
Reserves 


Estimated liabilities shall be established for, but not 
limited to, security dividends receivable, short security 
differences, unsecured or partly secured short positions, 
or other deficits in customers’ accounts, and “‘aged” 
transfer positions. Such liabilities shall be included in 
aggregate indebtedness. The contra of the liability shall 
be a charge to a profit and loss account. 


Notes and mortgages payable - Secured by non-allowable 
assets 


See instructions under “Property, furniture, equipment, 
leasehold improvements and rights under lease agree- 
ments”. Include in Aggregate Indebtedness any fixed 
liabilities which do not conform with the exclusions 
stated in the instructions. 


Borrowings not qualified for Net Capital purposes 


Inctude herein liabilities which are subordinated to the 
claims of creditors but which are not covered by satis- 
factory subordination agreements as defined in Ap- 
pendix D of 15c3-1. See 15c3-1(c)(1)(xi) as to which 
such subordinated liabilities may be excluded from 
Aggregate Indebtedness. It should be noted that such 
subordinations by customers may be excluded from 
Aggregate Indebtedness only if approved by the Ex- 
amining Authority for such broker or dealer. 


Indicate separately those satisfactory subordination 
agreements which are considered as equity capital for 
purposes of debt-equity requirements. Such are reported 
in the subordinated liability section of the statement of 
financial condition. See 15c3-1(d) for the various re- 
quirements for such agreements. 


Special Requirements as to Consolidated Financial 
Statements and Statements of 50 Percent or Less Owned 
Persons and Certain other Persons 


The inclusion or exclusion of subsidiaries in consolidated 
financial statements shall be in accordance with the 
following requirements: 


(a) Consolidated financial statements of registrant shall 
include the statements of any subsidiary whose obliga- 
tions or liabilities are guaranteed, endorsed, or assumed 
directly or indirectly by registrant. 


(b) Consolidated financial statements of registrant may 
include the statements of any other subsidiary provided 
that an opinion of counsel is obtained containing the re- 
presentations as to the availability of the portion of net 
assets related to registrant's interest prescribed in Rule 
15c3-1 Appendix C, subparagraph (b)(2). 


(c) Statements of subsidiaries which do not meet the 
requirements of paragraphs (a) and (b) above shall not 
be consolidated. 


(d) Financial statements of any 50 percent or less owned 
person or other affiliate whose obligations or liabilities 
are guaranteed, endorsed or assumed directly or indirectly 
by registrant shall be included in a note. 


(e) Opinions of counsel concerning the availability of 
net assets to registrant shall be filed with each annual 
report under Rule 17a-5. 


Registrants shall indicate whether the financial statements 
and schedules are consolidated or unconsolidated by 
checking the appropriate box at the top of the Statement 
of Financial Condition. 


COMPUTATION OF NET CAPITAL AND AGGREGATE 
INDEBTEDNESS 


Liabilities subordinated to claims of general creditors 
allowable in computation of net capital: 


Appendix D to SEC Rule 15c3-1 sets forth minimum and 
nonexclusive requirements for satisfactory subordination 
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agreements. The self-regulatory organization which has 
been designated as the Examining Authority for the brok- 
er or dealer may require, or the broker or dealer may 
include, such additional provisions as they deem neces- 
sary Or appropriate to the extent such provisions are not 
inconsistent with the provisions of SEC Rule 15c3-1. 


Secured demand note collateral accounts: 


Securities contained in collateral note accounts shall be 
considered to have no value unless in bearer form, or 
registered in the name of the broker or dealer or the 
name of its nominee or custodian. 


The collateral contained in each secured demand note 
collateral account shall relate only to the specific demand 
note that it collateralizes. The excess collateral value in 
one account shall not be applied to the deficiency in 
another account. 


Two or more demand notes of the same individual should 
not be combined wihtout a favorable opinion of counsel 
from the Examining Authority. 


Only cash and securities which are fully paid for and 
which may be publicly offered or sold without registra- 
tion under the Securities Act of 1933, and the offer, 
sale and transfer of which are not otherwise restricted, 
may be pledged as collateral to secure a secured demand 
note. 


Other (deductions) or Credits: 


Sole proprietors (individual members) who are not asso- 
ciated with a broker or dealer who is a member of a na- 
tional securities exchange shall record here: 


1. The toal of any liabilities incurred in the course of 
business which are not reported in the statement of 
financial condition and which would have a material 
effect on net capital. 


2. The excess of liabilities which have not been incurred 
in the course of business as a broker dealer over assets not 
used in the business. 


Deductions and/or charges: 
Customer commodity accounts - deductions. 


30% of the market value of spot commodities long or short 
in customers’ and non-customers’ accounts liquidating to 

a deficit; provided, that the deduction shall be 10% of the 
market value of the spot commodities to the extent they 
are hedged by future commodity contracts or forward spot 
commodity contracts in the same commodity. 


The total of credit lines granted on apen commodity con- 
tracts in “trade” accounts with net long positions or in 
“trade” accounts with net short positions, whichever is 
greater, plus any credit lines granted on open commodity 
contracts in “trade” accounts with no net long or net 
short position. 


This amount is determined by multiplying the number of 
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contracts in an account, on which credit has been 
granted, by the amount of credit granted on each such 
open contract. From the amount so determined, deduct 
the equity or deficit in that account after application of 
margin calls, marks to market, or other required deposits 
outstanding 5 business days or less. The decution, how- 
ever, cannot exceed the amount of credit granted. 


After the amount of credit granted has been determined 
for each account, the amounts are totalled for accounts 
which have net long positions, and separately for accounts 
which have net short positions. The amount required by 
the accounts with net longs or with net shorts, which- 
ever amount is greater, is used. To this amount is added 
the amount determined for accounts with no net posi- 
tions. 


If an account has open positions in only one commodity, 
the number of contracts determines the net position. If 

it has a net long position in one commodity and a net 
short position in a different commodity, the market value 
determines the net position. 


The total amount by which the daily limit fluctuation 

of all future commodity contracts carried for a customer's 
or a non-customer’s account or accounts controlled by 
such persons exceeds 15% of the debt-equity total of the 
broker or dealer. 


The amount by which the daily limit fluctuations of all 
future commodity contracts carried for a customer’s or a 
non-customer’s account exceeds 15% of the debt-equity 
total of the broker or dealer may be determined by elimin- 
ating from each customer's and non-customer’s account 
or group of accounts controlled by sucti persons, purchases 
of a commodity in one contract month and sales of a like 
amount of the same commodity in a different contract 
month provided such contracts were made in the same 
market. The daily limit fluctuation for futures contracts 
effected in foreign markets is to be considered the same 

as if such contracts had been effected in a domestic mar- 
ket. 


After such eliminations, the remaining number of contracts 
long and short is multiplied by the amount of the daily 
limit fluctuation prescribed by the pertinent commodity 
exchange for each contract in the respective commodity. 


The amount of the charge is the excess of the amount of 
the daily limit fluctuation over 15% of the debt-equity 
total as in the following example: 
Account of John Smith 
Number of Contracts Daily Limit Fluctuation 
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Per Con- 
Long Short tract Total 

Cocoa 1,000 300 $ 300,000 

Cotton 700 1,000 700,000 
Soybean 

Oil 500 600 300,000 

Sugar 300 560 168,000 

Wheat 300 500 150,000 

15% of $10,000,000 - Debt-Equity Total $1,618,000 

Amount of Charge 1,500,000 

$ 118,000 
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A deduction to provide for the amount required to 

) restore the original margin required by the pertinent 
commodity exchange or the clearing house require- 

ment, per contract, if the commodity exchange has no 
original margin requirement, when the original margin 

has been depleted by 50% on all future commodity 
contracts in each customer’s and non-customer’s account. 
Cash required should be exclusive of liquidating deficits 
and after application of calls for margin, marks to market, 
or other deposits which are outstanding 5 business days 
or less. 


A deduction, exclusive of liquidating deficits deducted 
under other provisions of 15c3-1, of cash required to pro- 
vide margin equal to 20% of the market value in each 
customer’s and non-customer’s account in equity, after 
application of calls for margin, marks to market, or 

other required deposits outstanding 5 business days or 
less, containing spot commodity positions, evidenced 

by warehouse receipts, issued by a warehouse licensed 

by a commodity exchange, which are the result of future 
contracts tendered through an exchange within the past 
90 days, but not hedged by future contracts in the same 
commodity. 


A deduction of cash required to provide margin equal 

to 10% of the market value in each customer's and non- 
customer’s combined account in equity, after applica- 
tion of calls for margin, marks to market, or other re- 
quired deposits outstanding 5 business days or less, 
when such account contains spot commodity positions, 
evidenced by warehouse receipts issued by a warehouse 
licensed by a commodity exchange, which are the result 
of future contracts tendered through an exchange within 
the past 90 days, and hedged by future contracts in the 
same commodity. 


Deduct the debit balance in each customer's or non- 
customer’s spot (cash) commodity account (i) other 
than the result of a tender made on a futures contract 
within the past 90 days and (ii) not evidenced by ware- 
house receipts issued by a warehouse licensed by a com- 
modity exchange. 


1/2% of the market values of the greater of either the 
total long or total short future contracts in each com- 
modity carried for customers and non-customers. This 
may be determined by eliminating from each customer's 
and non-customer’s account those contracts representing 
spreads or straddles in the same commodity and con- 
tracts offsetting or hedging any “‘spot” commodity posi- 
tions. After such eliminations, the total market values of 
the remaining contracts are determined separately for 
each commodity. The greater of the long value or short 
value of each commodity enters into the computation 

of 1/2% of the market values as in the following example: 


Market Value 


Greater of 
Long Short Long or Short 
Coffee $ 200,000 $ 100,000 $ 200,000 
Cotton 1,500,000 1,000,000 1,500,000 
Sugar 300,000 200,000 300,000 
Corn 500,000 700,000 700,000 
Oats 150,000 150,000 150,000 


Wheat $1,000,000 $1,300,000 $1,300,000 
150,000 
Amount Required, 1/2% of Total $ 20,750 


Customer maintenance margin deficiencies 


Deduct the amount of cash required in each customer’s 
and non-customer’s securities account to meet the main- 
tenance margin requirements of the regulatory or self- 
regulatory authority designated as the Examining Auth- 
ority for the broker or dealer, after application of calls 
for margin, marks to the market, or other required de- 
posits which are outstanding 5 business days or less. 


Aged fails to deliver 


Decut the percentages of the market value of each failed 
to deliver contract which is outstanding 15 business days 
or longer which would be required by application of the 
deduction required by subparagraph (c)(2)(vi), or, where 
appropriate, paragraph (f) of 15c3-1, on the underlying 
security. Provided, that such deduction shall be increased 
by any excess of the contract price of the fail to deliver 
over the market value of the underlying security position 
or reduced by any excess of the market value of the 
underlying security over the contract value of the fail but 
not to exceed the amount of the deduction. Effective Jan- 
uary 1, 1977 this charge shall be applied to each fail to 
deliver contract outstanding 11 business days or longer. 


Aged short security differences 


Deduct the market value of all short securities differences 
unresolved for 7 business days after discovery and the 
market value of any long security differences where such 
securities have been sold by the broker or dealer until 
they are adequately resolved, less any reserves established 
therefor. 


Secured demand note deficiency 


If the value of securities and cash collateralizing a secured 
demand note contributed for purposes of capital under 
15c3-1 after application of the deductions specified in 
subparagraph (c)(2)(vi) of 15c3-1 is less than the unpaid 
principal amount of the secured demand note, such de- 
ficiency shall be deducted. 


Haircuts 


Undue concentration - Basic Net Capital Computation 
Under 15c3-1 


In the case of money market instruments or securities 
of a single class or series of an issuer, including any 
option written, endorsed, or held to purchase of sell 
securities of such a single class or series of an issuer 
(other than “exempted securities”), which are long or 
short in the proprietary, or other accounts of a broker 
or dealer for more than 11 business days, and which 
have a market value of more than 10% of the “net 
capital” of a broker or dealer before the application 
of subparagraph (c)(2)(vi) or Appendix (A) to 15c3-1, 
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there shall be an additional deduction from net worth 
equal to 50% of the percentage deduction otherwise 
provided by subparagraph (c)(2)(vi) or Appendix (A) 
to 15c3-1 on that portion of the securities position in 
excess of 10% of the “net capital’ of the broker or 
dealer before the application of subparagraph (c)(2)(vi) 
and Appendix (A) to 15c3-1. (See subparagraph (c)(2) 
(vi)(M) of 15c3-1 for further provisions). 


Contractual commitments 


Deduct, in the case of a broker or dealer who has open 
contractual commitments (other than option positions 
treated in Appendix A to 15c3-1), the respective deduc- 
tions as specified in subdivision (c)(2)(vi) or Appendix 

(B) to 15c3-1 (in the case of a broker or dealer 
electing to operate pursuant to paragraph (f) of 
15c3-1, the percentage deduction for contractual 
commitments in securities described in subdivision 
(f)(3)(ii) shall be 30%) from the value (which shall 

be the market value whenever there is a market) 

of each net long and each net short position contemplated 
by any existing contractual commitment in the proprietary 
and other accounts of the broker or dealer. (See subpara- 
graph (c)(2)(viii) of 15c3-1 for further provisions). 


Subordinated securities borrowings 


Deduct, in the case of a broker or dealer who has borrowed 
securitieis under satisfactory subordination agreements 
(subject to Appendix D subparagraph (c)(7)), the respec- 
tive deductions as specified in subdivision (c)(2)(vi) of 
15c3-1. 


Firm security and commodity accounts 


Deduct the percentages specified in subdivisions (A) to 
(M) of subparagraph (c)(2)(vi) or the deductions prescrib- 
ed for securities positions set forth in Appendix A to 
15c3-1, or, where appropriate, paragraph (f) of 15c3-1 
of the market values of all securities, money market in- 
struments, or options, in the proprietary and other 
accounts of the broker or dealer. The capital charge 
(haircut) on future commodity contracts is 30% of the 
market value of all “long” and all “short” future con- 
tracts other than those contracts representing spreads 
and straddles in the same commodity and those con- 
tracts offsetting or hedging any “spot’’ commodity 
Positions in proprietary or other accounts of the broker 
or dealer. 


Straddle or Spread 


These terms mean the same thing, but in practice the 
grain trade uses the term “‘spread”’ whereas other com- 
modity interests use the term “straddle”. A spread 

may be defined as the purchase of one future against 
the sale of another future of the same commodity or 

a related commodity in the same or different markets. 
C.E.A. defines spreading only in terms of the same 
commodity, whereas exchanges define it to also include 
different but related commodities. 


Deduct 30% of the market value of “‘spot’’ commodities 
long or short in the proprietary and other accounts of 
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the broker or dealer to the extent that such positions 
are not hedged by future commodity contracts or for- 
ward spot commodity contracts in the same commodity. 
10% of the market value shall be deducted on fully 
hedged positions. 


Drafts for immediate credit 


Include in Aggregate Indebtedness the respective amount 
related to securities other than securities which are owned 
by the broker or dealer. If such cannot be determined, 
include the total amount of credit obtained. 


Market value of securities borrowed for which no equiva- 
lent value is paid or credited 


Exclude from the above the market value of margin 
securities borrowed from customers in accordance with 
the provisions of SEC Rule 15c3-3 and margin securi- 
ties borrowed from non-customers. 


COMPUTATION OF CAPITAL REQUIREMENTS AND 
NET CAPITAL UNDER THE ALTERNATIVE METHOD 


Capital Requirements 


Capital requirements under the alternative method are 
the greater of $100,000 or 4 percent of the total debit 
items in the “Formula for Determination of Reserve 
Requirement for Brokers and Dealers” as set forth in 
Exhibit A to SEC Rule 15c3-3. (In other words, aggre- 
gate indebtedness is disregarded for purposes of capital 
requirements.) 


It should be noted, however that brokers or dealers oper- 
ating under the alternative method must make the 
“Formula for Determination of Reserve Requirement 
for Brokers and Dealers’ computation on a weekly basis 
and in lieu of the 1% reduction of total debit balances 
in customers’ cash and margin accounts included in the 
formula under item 10 thereof: 


(a) reduce the total debits in the formula by 3% and, 


(b) inciude in items 7 and 8 of the formula the market 

value of short security count differences over 7 business 
days old and the market value of short securities (not to 
be offset by longs or by debits) in all suspense accounts 

over 7 business days. 


(c) exclude from the formula credit balances in accounts 
representing amounts payable for government securities, 
commercial paper, bankers’ acceptances and certificates 
of deposit (as described in 15c3-1(c)(2)(vi)(A) and (E) 
not yet received from the issuer or its agent and any re- 
lated debit items for three business days. 


As to a broker or dealer who has consolidated a subsidiary 
pursuant to Appendix (C) of Rule 15c3-1, such broker's 

or dealer’s capital requirements under the alternative method 
are the sum of: 


(a) Such broker’s or dealer’s capital requirements under 
rule 15c3-1(f), and 
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a) 





(b) The individual capital requirement(s) of the con- 
solidated subsidiary (ies). Each consolidated broker or 
dealer subsidiary may elect to compute its capital re- 
quirement pursuant to Rule 15c3-1(a) or 15c3-1(f). 


It should be further noted that when a broker or dealer 
(including a broker or dealer included as a consolidated 
subsidiary by a parent broker or dealer) elects to compute 
its capital requirements under the provisions of the alter- 
native method such election is binding until such time 

as the Commission, upon application of the broker or deal- 
er, approves a change. 


Net Capital computation - 


The determination of net capital under the alternate 
method follows the same basic rule under 15c3-1 with 
the substitution of revised haircut percentages for con- 
vertible debt securities, risk arbitrage positions, other 
securities and the additional charge for undue concen- 
tration. 


In the case of convertible debt securitjes not in default 
where the market value is 100% or more of the face 
value the haircut is: 


(i) 15% of the market values of the long positions, plus 


(ii) 30% of the market value of that portion of the short 
positions which exceeds 25% of the market value of the 
long positions. 


The above charge is computed on the aggregate market 
values in the category and not on an item by item basis. 


In the case of convertible debt securities not in default 
where the market value is less than face value the hair- 
cuts are the same as for non-convertible debt securities 

in the basic net capital computation (see 15c3-1(c)(2) (vi) 
(F) provided the securities are rated as required by such 
sub-division. 


As regards other securities, as defined in 15c3-1(f)(3) (ii), 
the haircut shall be, 


(i) 15% of the market value of the long positions, plus 
(ii) 30% of the market value of that portion of the short 
Position which is in excess of 25% of the market value 
of the long position. 


No deduction need be taken on 


(i) Securities long and short which are convertible or ex- 
changeable, without restriction, within 90 days, or 


(ii) A seucurity which has been called redemption within 
90 days. 


Also, in regard to open contractual commitments on other 
securities the haircut is 30%. 


Positions arising as a result of risk arbitrage transactions, as 
defined at 15c3-1(c)(2)(vi)91), may at the option of the 


broker-dealer be combined with other securities for the 
purpose of determining the haircut charge, if such treat- 
ment results in a lower charge than that computed for 
risk arbitrage positions under the basic rule. 


Appendix A to Rule 15(c)3-1 contains certain provisions 
for different haircuts on options and related positions 
when using the alternative net capital requirement. 


The additional charge for undue concentration is based 
upon securities (including options) of a single class or 
series of an issuer and is generally equal to 50% of the 
applicable rate on that amount in excess of 10% of net 
capital before haircuts. Such additional charge does 
not apply to 


1) Exempted securities. 


2) Positions arising from underwritings not held for more 
than 11 business days. 


3) Securities which are convertible or exchangeable, 
without restriction, within 90 days. 


STATEMENT OF INCOME (LOSS) 
Commissions 


Commission earned on non-member and intra-member 
equity, debt and commodity transactions including non- 
inventory principal transactions. Commission earned on 
introduced accounts carried by other brokers and on 
omnibus accounts carried for other brokers should be 
reported net. 


Principal transactions including unrealized gains and 
losses 


Report realized and unrealized gains and losses from 
securities and from future and spot commodities in 
trading and investment accounts. 


Interest and dividends 


Report interest and dividend income earned on firm 
trading and investment accounts. Also report gross 
interest earned on customers’ securities and commodi- 
ties accounts. 


Underwriting 


Gross profit from underwriting transactions shall be 
determined as the difference between the proceeds of 
securities sold and their purchase price adjusted for 
discounts, commissions and allowances received from 
or given to other brokers. Any direct expense which 
can be associated with a specific underwriting may also 


. be considered as a cost in determining gross profit or 


loss. In determining gross profit or loss any unrealized 
loss on securities unsold at the time the underwriting 
account was closed shall be considered as a deduction 
from the proceeds of securities sold. 
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In addition, report all fees earned from private placements, 
mergers and acquisitions and any other underwriting activ- 
ity. 


Other income 


Report all other income including sale of investment com- 
Pany securities, investment advisory fees, proxy solicita- 
tion fees, service charges (including custodial fees), fees in 
connection with option transactions not executed on an 
exchange, fees for solicitation of tenders on exchanges of 
securities, income from sale of insurance policies and all 
other income not specified above. 


Employee compensation and benefits 


Report all salaries, commissions, bonuses, profit sharing 
contributions, payroll taxes and benefits paid to or in- 
curred for all employees of the reporting organization. 


Commissions and floor brokerage 


Include security and commodity commissions paid to 
others; clearance fees paid to clearing corporations, asso- 
ciations and depositories; fees paid to exchanges and 
floor brokerage paid to other brokers. 


Communications 


Include the cost of telephones and leased wires; tickers 
and quotation equipment; postage; stationery, office 
supplies and forms. 


Interest 


Include interest paid to banks and on customers’ accounts; 
on all other unsubordinated and subordinated borrow- 
ings. 


Occupancy and equipment rental 


Enter the cost of rent, heat, light and maintenance; depre- 
ciation and amortization; EDP equipment rental and 
service bureau charges; all other equipment rentals and 
general insurance. 


Taxes other than income taxes 


Include real estate taxes, personai property taxes, commer- 
cial rent and occupancy taxes, etc. 


Other operating expenses 


Report costs incurred for advertising, sales literature and 
promotional activities; travel and entertainment; subscrip- 
tions to periodicals, dues and assessments, losses in error 
account and bad debts, professional fees and all other 
expenses not specified above. 


Provisions for income taxes 
Include all unincorporated business taxes, franchise taxes, 


state and local income taxes and Federal income taxes 
paid, accrued or refunded. 
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STATEMENT OF CHANGES IN OWNERSHIP 
EQUITY (SOLE PROPRIETORSHIP, PARTNER- 
SHIP OR CORPORATION) 


Balance - Beginning and end of month 


The amounts reported should agree with related State- 
ments of Financial Condition. 


Net income (Loss) for period 


Report the amount of net income (loss) for the period 
reported on the Statement of Income (loss). 


Additions and deductions 


State separately net income (loss) for the period and 
each addition and each deduction such as sale of 
capital stock, retirement or repurchase of capital 
stock, dividends, partners capital contributed or 
Partners capital withdrawn which exceeds five per- 
cent of ownership equity at the beginning of the 
period. 


STATEMENT OF CHANGES IN LIABILITIES SUB- 
ORDINATED TO CLAIMS OF GENERAL CREDITORS 


Balance, beginning and end of period 


The amount reported should agree with the sum of sub- 
ordinated liabilities which have been approved for in- 
clusion in net capital as shown in the statement of fi- 
nancial condition at the end of each of the respective 
periods. 


Additions 


Report the gross amount of increases in secured capital 
demand notes and subordinated loans and accounts 
which have been approved for inclusion in net capital. 


Deductions 


Report the gross amount of decreases in secured capital 
demand notes and subordinated loans and accounts 
which have been approved for inclusion in net capital. 


COMPUTATION FOR DETERMINATION OF 
RESERVE REQUIREMENTS FOR BROKER 
DEALERS UNDER RULE 15c3-3 


Definitions: The definitions given in SEC Rule 15c3-3 
and SEC Release 34-9922 dated January 2, 1973 shall 
apply for customer, securities, qualified security, bank, 
free credit balance, other credit balance, funds carried 
for account of any customer, and “‘customer funds”. 
(NOTE: SEC Release 34-9922 explains conditions 
under which accounts of partners, officers or stockhold- 
ers are to be considered as customer accounts). 














Free credit balances and other credit balances in cus- 
tomers’ security accounts 


The credit balance used under this item is interpreted to 
include the net balances due to customers in non-regula- 
ted commodity accounts reduced by any deposits of cash 
or securities with any clearing organization or clearing 
broker in connection with the open contracts in such 
accounts. 


Also include at this item all outstanding drafts payable 
to customers which have been applied against free 

credit balances or other credit balances as well as checks 
drawn in excess of bank balances per firm’s records. 


Monies payable against customers’ loaned .... 

Securities borrowed to effectuate short sales by customers 
and securities borrowed to make delivery on customers’ 
securities failed to deliver .... 

Failed to deliver of customers’ securities not older than 30 
calendar days .... 

Customers’ securities failed to receive .... 


These items are applicable to customer transactions. 


If it is impractical or unduly burdensome to determine 
which fail to receive contracts and fail to deliver con- 
tracts relate to proprietary accounts versus customer 
accounts and which securities loaned and securities bor- 
rowed are for proprietary accounts or customer accounts, 
an appropriate allocation may be made on a conserva- 
tive basis to accomplish maximum protection for cus- 
tomers. If an allocation is used with regard to the fore- 
going items, the broker or dealer should be able to demon- 
strate that the results so obtained regarding designa- 

tions of customer versus proprietary positions would be 
comparable to those which would be obtained if the re- 
spective positions had been developed without the use 

of an allocation. If an allocation is required to determine 
proprietary versus Customer positions, the broker or 
dealer should make and maintain a record of each such 
allocation and preserve it in accordance with Rule 440. 


Debit balances in customers’ cash and margin accounts 
excluding unsecured accounts and accounts doubtful 
of collection (See Note B, Exhibit A Rule 15c3-3) 


Debit balances in margin accounts are reduced by the 
amount by which a specific security (other than an 
exempted security) which is collateral for margin 
accounts exceeds in aggregate value 15% of the aggre- 
gate value of all securities which collateralize all mar- 

gin accounts receivable; provided, that the required 
reduction is not in excess of the amount of the debit 
balance required to be excluded because of this concen- 
tration rule. A specified security is deemed to be collateral 
for a margin account only to the extent it represents in 
value not more than 140% of the customer debit balance 
in a margin account. 


Debit balances in customers’ cash and margin accounts 
included in the formula under this item are to be re- 
duced by an amount equal to 1% of their aggregate value. 
It should be noted, however, that brokers or dealers oper- 
ating under the alternative method (15c3-1(f))) would 


reduce total debits in the formula by 3% in lieu of the 
aforementioned 1%. See respective rule for other require- 
ments regarding the alternative method. 


The debit balance under this item shall include the debit 
in a related draft receivable when immediate credit has 
not been received on draft shipments of securities pur- 
chased by customers, provided that the debit in the cus- 
tomer’s account for the purchase of the securities so 
drafted has been eliminated. 


Failed to deliver of customers’ securities not older than 
30 calendar days 


The debit balance under this item shall! include the debit 
balance in a related draft receivable when immediate 
credit has not been received on shipments to other brok- 
ers with draft attached, provided that the debit in the 
broker's fail to deliver account has been eliminated. 


Frequency of Computation 


Computations may be made monthly if the broker’s or 
dealer’s Net Capital ratio is not over 800% and the total 
of free credit and other credit balances carried for the 
accounts of customers does not exceed $1,000,000. A 
weekly computation is required for brokers or dealers 
adopting the alternative method under 15c3-1(f). 


FINANCIAL AND OPERATIONAL DATA 
Stock record breaks 


Stock record breaks are defined as out-of-balance error 
conditions in the daily recording of security position 
changes or movements where total debit entries (longs) 
do not equal total credit entries (shorts) within a given 
security position reflected on the daily stock record. 


“Long” differences are the amounts needed to balance an 
excess of short positions over long positions. When record- 
ed in a difference account, such would be recorded long 
on the stock record. 


“Short” differences are the amounts needed to balance an 
excess of long positions over short positions. When record- 
ed in a difference account, such would be recorded short 

on the stock record. 

Tickets 

See Part | of the FOCUS report for the definition of tickets. 


Corrected customer confirmations 


As stated include only customer confirmations - exclude 
broker-to-broker comparisons except where the contra- 


. broker is considered a customer (Section 220.4(b) of Reg. 


T). In addition include confirms where the incorrect ori- 
ginal was mailed to the customer and count multiple cor- 
rections on confirms individually. 
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Money differences 


The term “money difference”, shall include al! respective 
accounts containing ledger debits or credits representing 
unidentified or unknown items, with no related security 
positions or which contain security positions that cannot 
be promptly related to ledger balances or any amount re- 
quired to balance the general ledger, except for true over- 
night items. 


This category could include, but not be limited to, the 
following: 


a. Unallocated receipts or disbursements. 


b. Cash Dividend Balancing Accounts (out-of-balance 
proofs). 


c. Money Balancing Accounts (EDP, Cage, P&S, Account- 
ing and others). Adjustments of General Ledger control 
accounts to agree to subsidiary records. 


d. Unresolved Money Differences as a result of compari- 
son of detail in bank accounts to bank statements. 


e. Unresolved Money Differences resulting from the com- 
Parison of detail records to control accounts for customer 
accounts, fail to receive, fail to deliver, stocks borrowed, 
stocks loaned, bank loans, etc. 


f. Any accounts utilized to balance “daily work” which 
contain debits or credits requiring resolution. If any such 
accounts exist, the ledger balance resulting from one days 
“out of balance” shall not be netted against another days 
work unless it is related to such “out of balance’. 


For reporting purposes, debit and credit money differences 
shall not be netted. 


Ledger debits shall be considered non-allowable assets in 
the computation of Net Capital and ledger credits shall 
be included in Aggregate Indebtedness. 


Any unresolved differences, as of the date of this report, 
between general ledger control accounts, balancing of 
blotters, etc., shall be included in these accounts. Any 
debit balance for which resolution is considered unlikely 
shall be written off to profit and loss. 


Security suspense accounts 


The term “security suspense accounts”, shall include all 
transactions in any accounts containing a long or short 
security position with a related ledger balance pending 
determination of their ultimate disposition because of 
doubtful ownership, collectability, or deliverability, except 
for true overnight transactions. This category could include, 
but not be limited to, the followimg: 


a. “DKed” Fails-Rejection by the contra broker of a secur- 
ity delivery because its records do not reflect the transac- 
tion, or the identical transaction. 


b. Unidentified Fails-An open transaction on the records 
for which the contra broker or dealer cannot be identified 
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(no name). 





c. Returned deliveries other than “DK” Trades of Fails- ay a 
Security deliveries (firm or customer) made to banks, > 
institutions, brokers or correspondents directly or through | 
clearing facilities that are rejected by the recipient as un- 
acceptable. Also includes deliveries on which the sender 
exercises the right of “reclamation” and demands return 

of the delivery. 


d. Unallocated securities received against payment and 
not immediately resolved. 


e. Buy-in accounts with unresolved or incomplete items. 
f. Unreconciled long and short security differences and 
debit and credit money differences remaining from the 


comparison of the firm’s records with respect to: 


1. clearing corporations 
2. correspondents position statements 


g. Swap Accounts - (Items not completely resolved). | 


h. P&S Accounts - (If they contain no-name or DK trades 
and fails). 





i. Error Accounts with unresolved items. | 


j. Any of the above relative to commodities, mutual funds, 
and branch office or division office functions. | 


For reporting purposes, long and short security differences 
in the same security, and debit and credit money differ- 
ences shall not be netted. 


Security difference accounts 


The term “security difference accounts”, shall include all } 
transactions in any accounts containing long and/or short 
security positions only, for which no related ledger bal- 

ance exists. This category could include, but not be limited 

to the following: 


a. Security count differences unresolved: at a maximum 
of 7 business days after each security count. 


b. Stock Record Baiancing Accounts (unresolved breaks 
are to be considered differences at a maximum of 7 busi- 
ness days after the break occurred). 


c. Unresolved Transfer Differences (including T.A.D. 
items) as a result of the internal comparison of detail re- 
cords to control accounts. 


d. Security Differences disclosed by a comparison of the 
firm’s records to position statements received from de- 
positories (DTC, Banks, Mutual Funds). 


e. Stock Dividend Balancing Accounts (out-of-balance 
proofs). 


f. Completed Transfer Items (firm/customer) received 
from agents that cannot be matched to outstanding trans- 
fer units. 
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g. Lost Securities (firm/customer) that have not been pro- 
cessed for replacement or insurance claims. 


h. Unresolved Security Differences as a result of unrecon- 
ciled items from transit accounts (branch to main office, 
main office to branch, branch to branch). 


i. Security Position Differences as a result of reconcile- 
ment of branch box positions to main office records. 


For reporting purposes, long and short security differences 
in the same security shall not be netted. 


Commodity suspense accounts 


In determining data to be included in the report, the follow- 


ing schedule may be used. It should be noted that this 
schedule is not all-inclusive and other suspense items should 
be indicated in the report. 

a. Warehouse Receipts on hand: 

1. Date counted and compared to records 


2. Number of unresolved differences’ 


3. Market value of unresolved differences - 


Long (Short) ae 
b. As to Direct Clearing with Commodity 

Exchanges: 

1. Latest date which all settlement sheets 

have been reconciled 

2. Number and amount of unresolved 

reconciling money items 

a. Debits No.: $ 

b. Credits No.: $ 

3. Market value of unresolved future contract 

differences after comparison and balancing 

with proprietary and customers’ positions 

a. Long $ 

b. Short ae 
c. As to Clearing Accounts with Commodity 

Brokers 

1. Date which statements were last received 

2 Date of last reconcilment of accounts 

3. Number and amount of unresolved re- 

conciling money items 

a. Debits No.: $ 

b. Credits No.: ne 


4. Market Value of unresolved future contract 
differences after comparison and balancing 
with proprietary and customers’ positions 


a. Long. aa 
b. Short S 

d. Gains and Losses in Future Contracts 

1. Latest date reconciled with Difference 

Accounts 

2. Unresolved Differences 

a. Debits Pithtieen 
b. Credits | 


Bank accounts reconciliations 


Debit and credit amounts applicable to unidentified recon- 
ciling items should be shown separately. They should not 
be netted and shown as a single amount. 


Reorganization accounts 


The term “recrganization accounts” shall include, but not 
be limited to, transactions in the following: 


“rights” subscriptions 
. Warrants exercised 

. stock splits 
redemptions 

. conversions 

. exchangeable securities 
. spin-offs 


er-e2rang®e 


Personal capital borrowings 


Enter any borrowings of cash or securities included in 
amounts and valuations reported in the computation of 
net capital as proprietary capital or subordinated debt. 


Maximum haircuts on underwriting commitments 


The above is based on the largest net long and/or short 
position (contingent and actual) in each security at any 
time during the month, whether or not a net long and/or 
short position exists at the close of business on the last 
day at month end. 


Lease and rentals payable within one year; Aggregate 
lease and rental commitments payable for entire term 
of the lease 


The amounts reported should be the total amount required 
to be reported in the financial statements pursuant to 
Regulation S-X of the SEC. (See Regulation S-X, Article 3, 
Rule 3-16g General Notes to Financial Statements - 
Leased assets and lease commitments). 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT — PART Il 
Broker or Dealer as of 90 xxx 


STATEMENT OF FINANCIAL CONDITION 
ASSETS 
Consolidated /7] Consolidated Subsidi- 
Unconsolidated [/ Allowable Non-Allowable Total aries (see Rule 15c3-1) 


Cash segregated in compliance with federal & other 
regulations 
Receivables from brokers or dealers, and clearing 
organizations: 
Failed to deliver: 
Includable in “Formula for Reserve Requirements” 














= 














oe « « 

Securities Borrowed: 

Includable in “Formula for Reserve Requirements” 

Omnibus Accounts: 

Includable in ‘Formula for Reserve Requirements” 
ee «sk ee. Or ee ee ee 

Clearing organizations: 

Includable in “Formula for Reserve Requirements” a 
—— 5 a hee Se eS eee ee ot |" cebeiemenensegs 

Other $ 
Receivables from customers: 

Securities Accounts: 

Cash & fully secured accounts 
Partly secured accounts 
Unsecured accounts 

Commodity accounts .. + cae te ee 

Allowance for doubtful accounts a eS 
Receivables from noncustomers: 

Cash and fully secured accounts ‘ 

Partly secured and unsecured accounts S 
Securities purchased under agreement to resell . a 
Securities & spot commodities owned, at market value: 

Bankers acceptances, certificates of deposk, & 4 for 

; / 















































commercial paper . Ve a 

U.S. & Canadian government obligations . vrs Pe 5 ee 4 

State & municipal government ore mnpieinnmdaae 

Corporate obligations 

Stocks & Warrants 

Options 

Arbitrage. . 

Other Securities . eS oe lb el) eee ee a 

Spot commodities . . < uses ee } 
Securities owned not readily marketable _ 

(at cost) . . ; ee 

At estimated fair value > le 
Other investments not — marketable 

(at cost) . . OP ceccetns: 9 

At estimated fair value cis ‘ a 
Securities borrowed under subordination agreements 

(at market value): 


























es yo i is he 
Other . 

Secured Demand ‘Notes — market value of collateral 
Exempted securities . - - 
ee oe 

Memberships in exchanges: 
Owned (at market). . . .. e canine 
Owned at cost ; 


Contributed for use of the company — - at ‘market 
Investment in and receivables from affiliates, 

subsidiaries and associated partnerships . . 
Property, furniture, equipment, leasehold improvements 

and rights under lease agreements (at cost) (net of 

accumulated depreciation and amortization) . 
































Other Assets: 
Dividends and interest receivable . 
Freeshipments . . 
Loans and Advances 
Miscellaneous 
Total Assets $ $ $ 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT — PART II 
Broker or Dealer as of _ as 











STATEMENT OF FINANCIAL CONDITION (continued) 
LIABILITIES AND CAPITAL 
All. NonA.!. Consolidated Subsidi- 
Liabilities Liabilities Liabilities Total aries (see Rule 15c3-1) 








— Bank loans payable: 
Includable in “Formula for Reserve Requirements”. . $ $ $ 
Other . 
Securities sold under repurchase agreements . 
Payable to brokers or dealers and clearing 
organizations: 
Failed to receive: 
Includable in “Formula for Reserve seeped 
Other . A ; 
Securities loaned: 
Includable in “Formula for Reserve Requirements” 
Omnibus accounts: 
Includable in “Formula for Reserve nearacandl 
Other .. ; 
Clearing organizations: 
Includable in “Formula for Reserve reauuntenl 
Other x i 
i Other 
Payable to customers: 
— accounts 
including free creditsof . . . §$ ) 
Commodities accounts . : ae ea} 
Payable to non-customers: 
Securities accounts . . 
Commodities accounts. . 
Securities sold not yet purchased at market value 
(including arbitrage of . § —— 
Accounts payable and accrued liabilities and a 
Drafts payable . 
4 { 4 Accounts payable 


























































































































— 

















Income taxes payable 

Deferred incometaxes . . 

Accrued expenses and other liabilities 
Other . 




















Notes and mortgages payable: 
Unsecured . . 
Secured . > 

} Liabilities subordinated to claims of general creditors: 
Cash borrowings (from outsiders .. $ —— 

' (Includes equity subordination of. . $ —-___ 
Securities borrowings, at market value 











(from outsiders . . © cecusmnsnene § 
Pursuant to secured demand note collateral agreements 
(from outsiders . . $ 





(Includes equity subordination of . . $ —_____ } 
Exchange memberships contributed for use of 
company, at market value. . 
Accounts and other borrowings not qualified 
for net capital purposes ° ae 
TOTAL LIABILITIES Sa sae a $ $ 


CAPITAL NOT QUALIFIED FOR NET CAPITAL PURPOSES 
Ownership Equity 


Sole a : A i ae ee 
Partnership . . (limited partners | © ccntmmenin } 


Corporation 
Preferred stock 
Common stock » 
Additional paid-in capital 
Retained earnings r 
























































Less capital stock in treasury ss oo}: 6S eS Ge ee Bk a Ss Oe GS ( ) 
TOTAL CAPITAL . 
} (() TOTAL LIABILITIES AND CAPITAL 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT — PART I! 
COMPUTATION OF NET CAPITAL 


—- equity from Statement of Financial Condition . 


wo labiien subordinated to claims of generai creditors allowable in nqaumcels of net — 
Other (deductions) or credits . ; 


Total capital and allowable subordinated liabilities . 


Deductions and/or charges: 
Total non-allowable assets from Statement of Financial Condition (Note D) 
Additional charges for customers’ and non-customers’ security accounts 
Additional charges for customers’ and non-customers’ commodity accounts 
Aged fail-to-deliver (number of items: jae ke 
Aged short security differences less reserve of $ 

and number of items oe ar. 

Secured demand note deficiency . 
Commodity futures contracts and spot commadities—-proprietary—capital charges . 
Other deductions and/or charges . 

Other additions and/or credits . 


Net Capital before haircuts on securities positions . 


Haircuts on securities: (Computed, where ee, pursuant to , 15¢3- 1(6)) 
Contractual securities commitments . 
Subordinated securities borrowings 
Trading and Investment securities: 
Bankers’ acceptances, certificates of deposit and commercial paper 
US. and Canadian government obligations . 
State and municipal en —: 
Corporate obligations ; 
Stocks and warrants . 
Options . ‘ 
Arbitrage. . . 
Other Securities . 
Undue Concentration 


Net Capital PR ee ans.  . k k k lUlUfl ltl lll 
Part A COMPUTATION OF BASIC NET CAPITAL REQUIREMENT 


Minimum net capital required — reporting broker or dealer (Note A) . 
Minimum net capital requirement of subsidiaries (Note A) . : 
Total net capital requirement . — 


Excess net capital at 1500% ideticiency) (Note B) ; 
Excess net capital at 1000% (Note C) . 


Total A.1. liabilities from Statement of Financial Condition . 
Add: Drafts for immediate credit 


Market value of securities borrowed for which no equivalent v value i is paid or credited . 
Other unrecorded amounts . , 


Deduct: Adjustment based on Special Reserve Bank Account 
Total aggregate indebtedness . . ‘ 

Ratio of aggregate indebtedness to net copital 

Debt-equity ratio ‘ 


Part B 


15c3-3 prepared as of the date of the net capital computation—reporting broker or dealer 


Capital requirement(s) of consolidated subsidiaries: 


Subsidiaries electing alternative method 
Other subsidiaries 


Total net capital requirement 


Excess net capital 
Net Capital in excess of (Note A) 


6% of aggregate debit items 
7% of aggregate debit items 


‘COMPUTATION ‘OF ALTERNATE NET CAPITAL REQUIREMENT 
4% of aggregate debit items (or $100,000 if greater) as shown in Formula for Reserve Requirements pursuant to Rule 


HI 


— 


Notes: 
(A) Use minimum dollar net capital requirement if greater 
(B) If a consolidated subsidiary uses alternative method include the excess of such subsidiary’s net capital over 4% of aggregate debit 
items (or $100,000 if greater) as shown in Formula for Reserve Requirements pursuant to Rule 15c3-3. 
(C) if a consolidated subsidiary uses alternative method include the excess of such subsidiary’s net capital over 7% of aggregate debit 
, items or $100,000 if greater. 
(D 


Do not deduct the value of securities borrowed under subordination agreements or secured demand notes covered by subordina- 
tion agreements not in satisfactory term and the market values of memberships in exchanges contributed for use of company 


which were included in non-allowable assets. 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
if Part II 
a STATEMENT OF INCOME (LOSS) 


i 


CURRENT 
PERIOD 


Revenue: 


Commissions $ 
Principal transactions including unrealized gains and losses 

Underwriting 

Interest and dividends 

Other 


Total Revenue $ 


Expenses: 


Employee compensation and benefits $ 
Commissions and floor brokerage 

Communications 

Interest 

} Occupancy and equipment rental 

Taxes other than income taxes 





Other operating expenses 
Total Expenses 


| Income (loss) before income taxes 
| Provisions for income taxes 


\ ) NET INCOME (LOSS) $ 
' NET INCOME (LOSS) - CURRENT MONTH ONLY $ 


STATEMENT OF CHANGES IN OWNERSHIP EQUITY 
(SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION) 


\ Balance, beginning of period $ 
Net income (loss) 
Additions 
Deductions 


Balance, end of period $ 


STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED 
TO CLAIMS OF GENERAL CREDITORS 


Balance, beginning of period $ 
Increases 
Decreases 


Balance, end of period $ 
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FORM X-17A-5 (FOCUS REPORT) 


Part II s\ 
Wh 
yy 


COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS 
FOR BROKER-DEALERS UNDER SEC RULE 15c3-3* 


CREDIT BALANCES 

Free credit balances and other credit balances in customers’ secu- 
rity accounts (See Note A, Exhibit A, Rule 15c3-3) 

Monies borrowed collateralized by securities carried for the 
accounts of customers 

Monies payable against customers’ securities loaned 

Customers' securities failed to receive 

Credit balances in firm accounts which are attributable to 
principal sales to customers 

Market value of stock dividends, stock splits and similar dis- 
tributions receivable outstanding over 30 calendar days 

Market value of short security count differences over 30 calendar 
days old 

Market value of short securities and credits (not to be offset by 

*® longs or by debits) in all suspense accounts over 30 calendar days 

Market value of securities which are in transfer in excess of 40 
calendar days and have not been confirmed to be in transfer by 
the transfer agent or the issuer during the 40 days. 


TOTAL CREDITS $ 


DEBIT BALANCES 
** Debit balances in customers’ cash and margin accounts excluding un- 
secured accounts and accounts doubtful of collection (See Note B, 
Exhibit A, Rule 15c3-3) 

Securities borrowed to effectuate short sales by customers and 
securities borrowed to make delivery on customers’ securities 
failed to deliver } 

Failed to deliver of customers’ securities not older than 30 cal- | 





endar days onsinsininapinnagititan. \ ‘ 
** TOTAL DEBITS $ Ww 4 


RESERVE COMPUTATION 

Excess of total debits over total credits 

Excess of total credits over total debits $ 

If computation permitted on a monthly basis, enter 105% of excess 
of total credits over total debits 

Amount held on deposit in "Reserve Bank Account(s)", including value ) 
of qualified securities, at end of reporting period 

Amount of deposit (or withdrawal) } 

New amount in Reserve Bank Account(s) after adding deposit or sub- 
tracting withdrawal 

Date of deposit | 


FREQUENCY OF COMPUTATION 
Daily Weekly Monthly 


EXEMPTIVE PROVISIONS 

If an exemption from Rule 15c3-3 is claimed, identify below the 
section upon which such exemption is based (check one only) 
(k)(1) - $2,500 capital category as per SEC Rule 15c3-1 

(k) (2) (A) - "Special Account for the Exclusive Benefit of Cus- 
tomers" maintained 

(k) (2) (B) - All customer transactions cleared through another 

} - giana on a fully disclosed basis. Name of clearing 

rm 
(k) (3) - Exempted by order of the Commission 





* Attached on the following page is "Information for Possession or 
Control Requirewents Under SEC Rule 15c3-3" to be filed witn annual 
audit only. 


** In the event the Net Capital Requirement is computed under the 
alternative method, this "Reserve Formula” shall be prepared in 
accordance with the requirements of paragraph (f) of Rule 15c3-1. 
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Information for Possession or Control Requirements Under SEC Rule 15c3-3. (To be filed with annual audit only). 
State the market valuation and the number of items of - 


1. Customers’ fully paid securities and excess margin securities not in the respondent's possession or control as of the 
audit date (for which instructions to reduce to possession or control had been issued as of the audit date) but for which 
the required action was not taken by respondent within the time frames specified under SEC Rule 15c3-3. Notes A and B. 


2. Customers’ fully paid securities and excess margin securities for which instructions to reduce to possession or control 
had not been issued as of the audit date, excluding items arising from “temporary lags which result from normal business 
operations”’ as permitted under SEC Rule 25c3-3. Notes B and C. 


NOTES A- Do not include in item one customers’ fully paid and excess margin securities required by SEC Rule 15c3-3 
to be in possession or control but for which no action was required by the respondent as of the audit, date or required 
action was taken by respondent within the time frames specified under SEC Rule 15c3-3. 


B - State separately in response to items one and two whether the securities reported in response thereto were sub- 
subsequently reduced to possession or control by the respondent. 


C - Be sure to include in item two only items not arising from “temporary lags which reslit from normal business 
operations” as permitted under SEc Rule 15c3-3. 


FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
Part Il 
NAME OF BROKER OR DEALER 


Total Capital and Subordinated Capital maturing or Proposed to be withdrawn within the next six months 
and accruals, (as defined below), which have not been deducted in the computation of Net Capital. 


DATE 








Amount Pro- 
posed to be 
Withdrawn 


Type of Proposed (Cash Amount withdrawal Expect 

Withdrawal or and/or Net or to 
Accrual Name of Lender} Insider or] Capital Value Maturity Renew 

(from Recap) or Contributor] Outsider? of Securities Date (yes or no?) 





















































*Total $ 





*To agree with total on recap 


Instructions: Recap and Detail Listing must include the total of all capital contributions maturing during the six month 
period following the report date, regardless of whether or not the capital contribution is expected to be renewed. The 
schedule must also include proposed capital withdrawals scheduled within the six month period following the report date 
including the proposed redemption of stock and anticipated accruals which would cause a reduction of Net Capital. These 
anticipated accruals would include amounts for bonuses, partners’ drawing accounts, taxes, and interest on capital, volun- 
tary contributions to pension or profit sharing plans, etc., which have not been deducted in the computation of Net Capi- 
tal, but which you anticipate will be paid within the next six months. 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
Part II 


Recap: Total Capital and Subordinated Capital maturing or proposed to be withdrawn within the next six months and 
accruals, which have not been deducted in the computation of net capital. 


Equity Capital Amount 
Parnership Capital $ 
General Partners 
Limited 








Undistributed Profits 
Other (describe below) 








Corporation Capital 
Common Stock 
Preferred Stock 
Retained Earnings (Dividends and Other) 
Other (describe below) 














Subordinated Capital 


Secured Demand Notes 
Cash Subordination$ 
Debentures 

Other (describe below) 














Accruals 


Bonuses 

Partners’ Drawing Accounts 

Taxes 

Interest on Capital 

Voluntary Contributions to Pension or Profit Sharing Plans 
Other (describe below) 




















Total $ 








Description of Other 














FINANCIAL AND OPERATIONAL DATA 


Month end total number of stock record breaks unresolved 
over three business days: 











Valuation Number 
Breaks long: $ 
Breaks short: $ 
Is the firm in compliance with SEC Rule 17a-13 regarding 
Periodic count and verification of securities positions and Yes 
locations at least once in each calendar quarter? (Check one). No 


(a) If response is negative attach explanation of steps being 
taken to comply with Rule 17a-13. 


Personnel employed at end of reporting period: 
Income producing personnel 
Non-income producing personnel (all other) 
| Total 
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Actual number of tickets executed during current month of “ 
reporting period 

Number of corrected customer confirmations mailed after 
settlement date 


No. Amount No. 
of Debit of 
Items (Long) Items 


Amount 
Credit 
(Short) 








Money Differences $ 


Resinchebes 





Security Suspense Accounts 





Security Difference Accounts 





Commodity Suspense Accounts 





Open transactions with correspondents, other 
brokers, clearing organizations, depositories 
and interoffice and intercompany accounts 
which could result in a charge - unresolved 
amounts over 30 calendar days 





Bank account reconciliations - unresolved 
amounts over 30 calendar days 





Open transfers over 40 calendar days, not 
confirmed 





Transactions in reorganization accounts - 
over 60 calendar days 





Total 


No. of Ledger 
Items Amount 


Market 
Value 





Failed to deliver over 15 business days $ 





Failed to receive over 15 business days 








Security concentrations (See instructions in 
Part |): 

a) Proprietary positions 

b) Customers’ Accounts 

c) Customers’ Accounts under Rule 15c3-3 

d) Proprietary and Customers’ Accounts 


Total of personal capital borrowings due within 
six months 


Maximum haircuts on underwriting commitments 
during the period 


Planned capital expenditures for business expansion 
during next six months 


Liabilities of other individuals or organizations guar- 
anteed by respondent 


Lease and rentals payable within one year 


Aggregate lease and rental commitments payable 
for entire term of the lease 


Gross 
Net 
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COMPUTATION OF NET CAPITAL 





PART IIA 


Total qualified capital from Statement of Financial 
Condition 5 





Add: Liabilities subordinated to claims of general creditors 
allowable in computation of net capital 





Other (Deductions) or credits 





Total capital and allowable subordinated liabilities $ 





Deductions and/or charges: 


Total nonallowable assets from Statement of Financial 
Condition (Note D) 


Secured Demand Note deficiency 


Commodity futures contracts and spot commodities - 
proprietary - capital charges 


Other deductions and/or charges ( ) 





Other additions and/or credits 





Net Capital before haircuts on securities positions $ 





Haircuts on securities: (Computed, where applicable, 
pursuant to 15c3-1(f)) 
Undue Concentration 
Contractual securities commitments 
Subordinated securities borrowings 
Trading and Investment securities 





















































Exempted 
Debt 
Options 
Other ( ) 
NEI CAPITAL 
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT 
Part A 
Minimum net capital required - reporting broker or dealer (Note A). ... .$ 
Minimum net capital requirement of subsidiaries (Note A)..........22-e-e00- 
SOERE BOC COPTER Tal COR Ris aoc stk:s «5 beckceeep 6 LAKE ORNs be cele heeue os 
Excess net capital at 1500Z (deficiency )( Note: Bd... os cose. ob. Dee. OSG at $ 
eucess net Capital at 10Q0Z (Hote C).. 2 wdc cscs cnndncecesesseesesesabtboece $ 
Total A.1. liabilities from Statement of Financial Condition............... 
Add: 
Drafts for immediate credit......... -bsnneeesneeene a0 20b-6.00 ° 
Market value of securities borrowed for which no equivalent 
WREUS 2S ORIG OF CLOGLEEE, w.0.0.00020.0000000 005 454664040006 
Other unrecorded amounts.......... 066) 6a 60%0% Sececéceeceee 
DURES WEREETS TREGREOUEGES.. 0 :0.0.:0-0.:0:0.0:04040050008405nRb0 eS borreseeees eee cuit 
Ratio of aggregate indebtedness to net capital.. ec cccccceccceccs Soccceccces 
DEOt-enulty THCLO.<0.0000460000% WErTTITITITILiTirreririi Lire 
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COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT 








Part B ’ 


4% of aggregate debit items (or $100,000 if greater) as shown in Formula for Reserve 
Requirements pursuant to Rule 15c3-3 prepared as of the date of the net capital 
computation - reporting broker or dealer $ 





Capital requirement(s) of consolidated subsidiaries: 
Subsidiaries electing alternative method 











Other subsidiaries 
Total net capital requirement $ | 
Excess net capital $ 





Net Capital in excess of: (Note A) 








6% of aggregate debit items $ 
7% of aggregate debit items $ 
Notes: 


Use minimum dollar net capital requirement if greater. 

If a consolidated subsidiary uses alternative method include the excess of such subsidiary’s 
net capital over 4% of aggregate debit items (or $100,000 if greater) as shown in Formula 

. for Reserve Requirements pursuant to Rule 15c3-3. 

If a consolidated subsidiary uses alternative method include the excess of such subsidiary’s 
net capital over 7% of aggregate debit items or $100,000 if greater. 

Do not deduct the value of securities borrowed under subordination agreements or secured 
demand notes covered by subordination agreements not in satisfactory form and the mar- 
ket values of memberships in exchanges contributed for use of company which were in- 
cluded in non-allowable assets. ) 


FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 


PART IIA : 
STATEMENT OF INCOME (LOSS) 





CURRENT 
PERIOD 


Revenue: 


Commissions $ 
Principal transactions including unrealized gains and losses 
Interest and dividends 
Investment Banking 
Other 
Total Revenue $ 




















Expenses: 


Employee compensation and benefits $ 
Commissions and floor brokerage 
Communications 
Interest 
Occupancy and equipment rental 
Taxes other than income taxes 
Other operating expenses 
Total Expenses $ 
Income (loss) before income taxes 
Provisions for income taxes q | ( 
































NET INCOME (LOSS) $ 
NET INCOME (LOSS) - CURRENT MONTH ONLY $ 
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STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY 
OR PARTNERS’ OR SOLE PROPRIETOR’S CAPITAL 


PART IIA 































































































Balance, Beginning of Period $ 
Add (Deduct): 
Net Income (Loss) for Period 
Capital Contributed During Period 
Capital Withdrawn During Period { = ¥ 
Other Changes 
Balance, End of Period $ 
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED 
TO CLAIMS OF GENERAL CREDITORS 
PART IIA 
Balance, Beginning of Period $ 
Increases 
(Decreases) ( ) 
Balance, End of Period $ 
FOCUS REPORT 
PART IIA 
Schedule 1 
Exemptive Provision Under SEC Rule 15c3-3 
Identify below the section upon which an exemption from SEC Rule 15c3-3 is claimed: 
(k)(1) - $2,500 capital category as per SEC Rule 15c3-1 
(k)(2)(b) - All customer transactions cleared through another broker-dealer on a fully 
disclosed basis. 
Name of clearing firm 
(k)(3) - Exempted by order of the Commission (include copy of letter) 
Schedule 2 
Details of Capital Maturing and Proposed Capital Withdrawals Within the Next Six Months 
Amount pro- 
posed to be 
withdrawn 
Type of Proposed (Cash Amount | Withdrawal | Expect 
withdrawal or and/or Net or to 
Accrual Name of Lender Insider or | Capital Value Maturity Renew 
(from Recap) or Contributor Outsider? | of Securities Date (yes or no?) 
“Total $ 


*To agree with total on recap 
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Amendment of Rule 17a-10 and Related Form X-17A-10 


Rule 17a-10 and related Form X-17A-10 would be 
amended, beginning with calendar year 1975, so as to 
eliminate certain information no longer considered 
essential, to conform to the format of the FOCUS Re- 
port and to reduce the reporting burden on brokers and 
dealers. For the first time, the financial and operational 
data required for surveillance purposes and the informa- 
tion required for economic analysis would be integrated 
into a single reporting system. Rule 17a-10 would be 
amended to shorten the time period from 120 days to 
45 days within which revised Form X-17A-10 must be 
filed. Those brokers and dealers with annual gross re- 
venue related to the securities business of ten million 
dollars or more who are required to file additional 
schedules will be given 60 days within which to file. 
The extension of time after the close of the calendar 
year would be reduced from 150 days to 75 days. The 
Commission proposes these changes in view of the 
reduced amount of information required by revised 
Form X-17A-10. in addition, shortening the filing 
period would result in more timely information be- 

ing provided to the Commission. 


Proposed Form X-17A-10 would consist of two parts 
with additional schedules, the schedules to be filed only 
by certain large brokers and dealers. Part | of amended 
Form X-17A-10 would be filed by those brokers and 
dealers with annual gross revenue related to the securi- 
ties business of less than $500,000, approximately 83 
percent of all brokers and dealers. Part I! of amended 
Form X-17A-10 would be filed by all brokers and 
dealers with annual gross revenue related to the securi- 
ties business of over $500,000. Subsidiary schedules re- 
questing additional information would be filed only by 
those brokers and dealers with annual gross revenue 
related to the securities business of ten million dollars 
or more during the calendar year. 


This is the first major revision in Form X-17A-10 since 
the form became mandatory for calendar year 1969. 
The purpose of Rule 17a-10 and the related form is 

to provide the Commission with comprehensive finan- 
cial data on a comparable basis for all segments of the 
broker-dealer industry. The Commission is required to 
carry out broad and comprehensive regulatory respon- 
sibilities as mandated by the Securities Acts Amend- 
ments of 1975. As a result of the introduction of com- 
petitive commission rates and the development of a 
national market system, and because of significant 
developments impacting the economics of the securi- 
ties industry, the need for timely and comparable data 
regarding various segments of the industry continues 
to be essential. 12/ 


Text of Proposed Amended Rule 17a-10 


The text of the new Rule 17a-10 as it is proposed to be 
amended is as follows (new material is in italics): 


(a) Every broker or dealer register pursuant to Section 


15 of the Act shall, not later than 45 days after the close 
of each calendar year (commencing with the calendar 
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year 7975), file a report of his income and expenses, 


and related financial and other information for such cal- 


endar year on Form X-17A-10. Brokers or dealers re- 
quired to complete Schedules A through D shall file 
Form X-17A-10 not later than 60 days after the close 
of each calendar year. 


(b) No changes recommended. 
(c) No changes recommended. 


(d) In the event any broker or dealer finds that he 
cannot file his report for any year within the time 
specified in paragraph (a) of this rule without undue 
hardship, he may file with the Commission’s princi- 
pal office in Washington, D. C. an application for an 
extension of time to a specified date which shall not 
be later than 75 days after the close of the calendar 
year for which the report is to be made. The applica- 
tion shall state the reasons for the requested exten- 
sion and shall contain an agreement to file the report 
on or before the specified date. 













FORM INFORMATION REQUIRED OF EXCHANGE MEMBERS, BROKERS 
X-17A-10 AND DEALERS PURSUANT TO SECTION 17 OF THE SECURITIES 
EXCHANGE ACT OF 1934 AND RULE 17a-10 THEREUNDER 


SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 





SEC Use Only 





PART I 





t for the period beginning and ending 
sata . MM/DD/YY MM/DD/YY 














_ Firm's X-17A-10 No. 


























(Please read instructions before preparing form) 





1. Full mame of exchange member or registrant 





2. Address of principal place of business: (Do not use P.O, Box Number) 





(No. and Street) (City) (State) (Zip Code) 


3. Name and telephone number of person to contact in regard to this report: 





4, Name(s) of brokers-dealers consolidated in this report 














EXECUTION: The Exchenge Member or Registrent submitting 

this "o-m ead tis ettachments and the person by whom it is Deted the 
executed represent hereby thet all information conteined therein 
iz true, correct and complete. It is understood thet ail required 
items, statements, and schedules ere considered integral parts 
of this Form and that the submission of any amendment repre- 
sents that all unamended items, statements and schedules (Name of Corporation, Pertnership or other organization ) 
temain true, correct and complete as previously submitted. 


day of a 














(Manual signature of Sole Proprictor, General Partner, 





ATTENTION—intentional misstatements cr ions of Pens Aaont or Principal Gifieas } 
facts constitute Federal Crimina! Violations. (See 18 U.S.C. 











1001 and 15 U.S.C. 78ff (a)) 








(Title) 


SEC 1461 (5-78) 
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10. 
11. 


12. 


13. 


14. 


15. 


16. 


Respondent has merged with another broker-dealer during the period: 
(enter applicable codes (1 = Yes, 2 = No)) 


Type of business organization: (enter applicable code) 
S = Sole Proprietorship, P = Partnership, C = Corporation, O = Other 


Respondent conducts a securities business exclusively with registered broker-dealers and/or 


members of a national securities exchange: (enter applicable codes 1 = Yes, 2 = No) 


Respondent makes over-the-counter markets in following securities : 
(a) Equities (enter applicable code 1 = Yes, 2 = No) 

(b) Municipals (enter applicable code 1 = Yes, 2 = No) 

(c) Other debt instruments (enter applicable code 1 = Yes, 2 = No) 


Respondent is an insurance company: (enter applicable codes 1 = Yes, 2 = No) 


Respondent clears its public customer and/or proprietary accounts (enter applicable code 
1 = Yes, 2= No) 


Respondent clears its public customer accounts in the following manner: 
(enter an ““X” in appropriate box) 

(a) Direct Mail (New York Stock exchange members only) 

(b) Self Clearing 

(c) Omnibus 

(d) Introducing 

(e) Other 

(f) Not applicable 


Respondent carries its own public customer accounts: 
(enter applicable code 1 = Yes, 2 = No) 


Name(s) of clearing firm(s) carrying respondent's public customer accounts on a fully 
disclosed basis: 


Name: 





Name: 





Name: 





Respondent maintains membership(s) on a national securities exchange(s): 
(enter applicable code 1 = Yes, 2 = No) 


Respondent’s minimum net capital requirement 


REVENUE AND EXPENSE STATEMENT 


Revenue Services 

1. Commissions 
a. Commissions earned on equity security transactions 
b. Commissions earned on option transactions executed on a national exchange 
c. Other commission income 

2. Gain (loss) on firm’s trading and investment accounts 

3. Profit (loss) from management of and participation in underwriting syndicates and 

selling groups 

Income from sale of investment company securities 

a. as underwriter 

b. other than as underwriter (retail transactions) 

Fees for account supervision, investment advisory and administrative services 

Interest Income 

Other revenue related to securities business 

Revenue from all other sources 

Total revenue 


a 


OHNOM 
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X-17A-10 
1.D. No. 


Omit Cents 








) 


























i0 









Expense Items 
10. Commission paid to other brokers 
11. Interest paid on subordinated borrowings 





12. Compensation to voting stockholder officers and partners (includes interest payments 


on General and Limited Partners capital) 
13. Regulatory fees and expenses 


14. Other operating expense related to the securities business 
15. All other operating expenses not related to securities business 


16. Total expenses 
17. Net income before taxes 


18. Provision for Federal Income Taxes (corporations only) 


19. Net income after taxes 


C. Assets, Liabilities and Capital 


20. Total assets 
21. Total liabilities 
a. Total liabilities (excluding subordinated borrowings) 
b. Subordinated borrowings 
c. Total 
22. Ownership equity 
a. Sole proprietorship 
b. Partnership 
c. Corporation 
23. Total liabilities and ownership equity 
PART | 


FIRM IDENTIFICATION INFORMATION 


NOTE TO RESPONDENTS: Part | of Form X-17A-10 is 
to be filed by all broker-dealers and exchange members 
with gross revenue related to the securities business of less 
than $500,000 for the calendar year. Gross revenue related 
to the securities business is equal to item 9 less item 8 of 
the Revenue and Expense Statement. 


1. Firm name refers to the name under which the 
respondent is registered as a broker-dealer pursuant to 
Rule 15b of the Securities and Exchange Act of 1934. 


2 Firm address refers to respondent's principal place 
of business or headquarters office if respondent operates 
more than a single office. 


5. Answer “‘yes” (code equal one) if respondent acquired 
through merger, consolidation or any other means another 
broker-dealer during the period. The acquiring or successor 
firm is to report its operating results as if it had been in 
existence for the entire reporting period. 


6. \f during the reporting period respondent changes its 
form of business organization (e.g., sole proprietorship 
to partnership, partnership to corporation), respondent's 
report shall be stated as if the new business organization 
had been in existence for the entire period. 


Adjustments shall be made to appropriate captions such as 
employment compensation and employment costs and pro- 
vision for Federal income taxes to conform the entire 
period to that of the continuing entity. 


9. “Equity security” shall mean any stock or similar se- 
curity, or any security convertible, with or without con- 
sideration, into such a security, or carrying any warrant 


or right to subscribe to or purchase such a security. 


12. Indicate with an “X” the principal method by which 
respondent clears its public customer accounts. If respond- 
ent has no public customers, as defined below, respondent 
is to place an “X” in the “not applicable” box. If respond- 
ent principally clears its public customer transactions 
through other than a broker-dealer place an “X”’ in the 
“other” box. 


The term “public customer” shall mean any person from 
whom or on whose behalf a broker or dealer has received 
or acquired or holds funds or securities for the account 
of such person, but shall not include a broker or dealer, 
or a general, special or limited partner or director of offi- 
cer of the broker-dealer, or any person to the extent that 
such person has a claim for property or funds which by 
contract, agreement or understanding, or by operation 
of law, is part of the capital of the broker or dealer or is 
subordinated to the claims of creditors of the broker or 
dealer. Omnibus accounts carried for other brokers or 
dealers shall be included in the count of public customer 
accounts. 


Only active public customer accounts will be included in 
the public customer account total. For an account to be 
considered “active” it must have non-zero cash or securi- 
ties balance at the end of the reporting period or have ex- 
perienced some activity (purchase or sale of security, di- 
vidend credit, etc.) during the reporting period. Omnibus 
accounts carried for other brokers at the end of the report- 
ing period are to be included as “active” accounts. 


15. Exchange membership is to include associate and lim- 
ited memberships as well as regular memberships. 


16. Respondent is to report its dollar minimum net capital 
required pursuant to Rule 15c3-1 as amended. If respond- 
ent utilizes the alternative method of net capital computa- 
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tion, report the greater of $100,000 or 4% of the total debit 
items computed in accordance with the Formula for Deter- 
mination of Reserve Requirement for Brokers and Dealers as 
set forth in Exhibit A to Rule 15c3-1, 17 CFR 240.15c3-3a. 


PART | 
REVENUE SOURCES 


1. Report commission earned on non-member and intra- 
member equity transactions including non-inventory prin- 
cipal transactions. Commissions earned on introduced ac- 
counts carried by other brokers and on omnibus accounts 
carried for other brokers should be reported net. Commis- 
sions earned on option transactions are to be reported at 
revenue item 1b. Commissions earned on commodity and 
debt transactions are to be reported at revenue item 1c, 
“other commission income.” 


Commission earned from sales of variable annuities, place- 
ment of savings and loan accounts, sales of fractional inter- 
ests in oil, gas or other mineral rights, and participations in 
real estate syndicates shall be included at revenue item 1c. 


2 Report realized and unrealized gain (loss) on firm’s trad- 
ing and investment accounts. Dividends and interest income 
on securities in trading accounts shall be treated as an ad- 
justment to gain (loss). Dividends on securities in invest- 
ment accounts shall not be treated as an adjustment to gain 
(loss), but shall be reported as “other revenue related to the 
securities business,” item 7. Floor brokerage and clearance 
paid to others on trading and investment account transac- 
tions shall not be treated as an adjustment to gain (loss). 


Interest expense incurred to carry positions is not to be includ- 
ed as an adjustment to gain or loss. Amounts reported shall not 
be adjusted by any allocation of Federal income taxes. 


3. Report the gross profit (loss) from management of or par- 
ticipation in underwriting syndicates and selling groups. 
Gross profit (loss) shall be determined as the difference be- 
tween the proceeds of securities sold and their purchase price 
adjusted for discounts, commissions and allowances received 
from or given to other brokers. Any direct expense which can 
be associated with a specific underwriting may also be consid- 
ered as a cost in determining gross profit (loss). In determin- 
ing gross profit (loss), any unrealized loss on securities unsold 
at the time the underwriting account was closed shall be con- 
sidered as a deduction from the proceeds of securities sold. 


Employee compensation and employment costs of persons 

working in an “underwriting department” and other related 
expenses of such department shall be treated as indirect ex- 
penses and not deducted in determining profit (loss). 


4. Report the total income derived from sale of investment 
company securities as a retailer and as an underwriter. Re- 
port the net amount of sales load or commission earned by 
respondent on the sale of shares of closed-end investment 
companies and profit or loss from participation in under- 
writing of shares of such companies in the appropriate cap- 
tions “other commission income,” item 1c, or “Profit (loss) 
from management of and participation in underwriting syn- 
dicates and selling groups,” item 3. 


Include in these items the net amount of sales load or com- 
mission earned on periodic payment plans of the installment 
type and face amount certificates. 
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5. Report fees for services to individual and corporate 
customers. The amount to be included as administrative 
services, however, shail be limited to fees charged to in- 


3ayvestment companies and periodic payment plans other 


than for investment advisory services. 
6. Report a// interest income earned. 


7. Report all other revenues received related to respondent's 
securities business not previously reported in items 1 thru 6. 


& Report all revenues received not related to the respond- 
ent’s securities business. 


PART | 
EXPENSE ITEMS 


70. Report all commissions paid to other brokers for trans- 
actions executed on or off a national securities exchange. 
Report payouts on transactions in introduced accounts car- 
ried for other brokers on a fully disclosed basis. Additional- 
ly report commissions paid to other brokers on transactions 
in omnibus accounts carried for respondent by other brokers. 


Include payouts to other broker-dealers on commodity 
transactions. Fees paid exchange on commissions are to 

be excluded from this item and reported in item 13, “other 
expenses related to securities business.’ Floor brokerage 
and clearance paid to other brokers on agency and non-in- 
ventory principal transactions is to be reported in this item. 
Floor brokerage and clearance paid on principal transac: 
tions and clearance paid to clearing corporations, associa- 
tions or depositories, banks, etc. is to be reported in ex- 
pense item 14. 


77. Report total interest paid on subordinated borrowings. 
Subordinated borrowings include: subordinated loan agree- 
ments and secured demand notes. 


12. Report total salaries and employee benefits for voting 
stockholder officers and General partners (as agreed to in 
partnership agreement). Include interest paid on General 
and Limited Partner’s capital. 


73. Report all fees paid to regulatory bodies in order to con- 
duct a securities business. Examples of such fees are payments 
for registration of registered representatives, SECO fees, and 
NASD dues. Additionally, report all direct expenditures to 
meet reporting requirements imposed by regulatory bodies. 


714. Report all other operating expenses related to respond- 
ent’s securities business not reported as expenses in items 
10 thru 14. 


75. Report all other operating expenses not related to re- 
spondent’s securities business. 


PART | 
ASSETS, LIABILITIES, AND CAPITAL 


20. Report the value of total assets at the end of the report- 
ing period. (Securities positions and exchange memberships 
are to be included in the asset total at market value.) 


27. Report total liabilities at the end of the reporting per- 
iod. Report subordinated borrowings separately at sub-cap- 
tion 21b. Subordinated borrowings include: subordinated 
loan agreements and secured demand notes. 


, 











FORM 


X-17A-10 INFORMATION REQUIRED OF EXCHANGE MEMBERS, BROKERS 
AND DEALERS PURSUANT TO SECTION 17 OF THE SECURITIES 
EXCHANGE ACT OF 1934 AND RULE 17a-10 THEREUNDER 


Securities And Exchange Commission Washington, D.C. 20549 





SEC Use Only 





PART II 


Report for the period beginning and ending 
MM/DD/YY MM/DD/YY 














_ (Please read instructions before preparing form) 








Firm's X-17A-10 No. 






































1. Full Name of exchange member or registrant: 





2. Address of principal place of business: (Do not use P.O. Box Number) 











(No. and Street) (City) (State) (Zip Code) 





3. Name and telephone number of person to contact in regard to this report: 





4. Name(s) of broker-dealers consolidated in this report 








EXECUTION: The Exchenge Member or Registrant subcitting 

this Form end its ettechments end the person by whom it is Dated the day of  _= 
executed represent hereby thet el! information contained therein g 
is true, correct end complete. It is understood that all required 
items, and schedules sre idered integral parts 
of this Form end that the submission of any amendment repre- 
sents that all éed items, end bedules (Neme of Corporation, Partnership or other orgenizeation } 


remain tree, correct and complete es previously satmitied. 

















(Mansel signatare of Sole Proprietor, Cenerel Pertner, 








Managing Agent or Priacipal Officer) 





ATTENTION—1 ional mi ts or issi of 
facts constitute Federal Criminal Violations. (See 18 U.S.C. 
1001 and 15 U.S.C. 78ff (2)) 








(Tithe) 
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X-17A-10 PART II 








Y 


FIRM IDENTIFICATION INFORMATION q 
| 





Name(s) and identification number(s) of exchange members and 
broker-dealer(s) merging with respondent during reporting period: 


NAME: 

















_ eee 








Affiliate(s) X-17A-10 identification number(s), (if applicable): 














L Be! 
































Type of business organization: (Enter applicable code) 








S=Sole Proprietorship P=Partnership C=Corporation 0O=Other 








10. 


1l. 


i 


3. 


14, 





Respondent conducts a securities business exclusively _ 
with registered broker-dealers or members of a national 
securities exchange: (enter applicable code 1=Yes 2=No) 














Respondent is registered as a specialist on a national 
securities exchange: (enter applicable code 1=Yes 2-No) 
y9 
| 

















Respondent makes markets in the following securities: | — j 
(a) equity securities (enter applicable code 1=Yes 2=No) 











(b) municipals (enter applicable code 1=Yes 2=No) 
(c) other debt instruments (enter applicable code 1=Yes 2=No) g 











Respondent is an insurance company: (enter applicable 


i 
code 1=Yes 2=No) | 
" 


Respondent's total number of public customer accounts 














(a) Public customer accounts 








(b) Omnibus accounts 








Respondent carries its own public customer accounts: 
(enter applicable code 1=Yes 2=No) 











Respondent clears its public customer and/or proprietary 
accounts (enter applicable code 1=Yes 2=No) 











10 
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,) v) 15. 


Respondent clears its public customer accounts in the 
following manner: (Enter an "X" in appropriate box) 


(a) Direct Mail (New York Stock Exchange members only) -- 


(b) Self-Clearing --<<<-osose eo cee nnn eneesoe se coensece= 


ae 
ae 
Gi) WMS Sietetcsencccudcccapensasuneeenenedsehncpece Sees 
(d) Introducing ----------------------------------------- wee 
Leaiiall 
a 


(6) GENER qcoceecoccerecessnsonnsnesesososcoonsccosssooss 


(E) Mot applicable eoqceoeoesoceso oss oo sesooesososoceccce 





16. 





Name(s) of clearing firm(s) carrying respondent's X-17A-10 
public customer accounts on a fully disclosed basis: I.D. No. 





NAME: 














NAME: 





NAME: 








19, 


20. 


21. 


1® 22. 


Respondent maintains membership(s) on national securities 
exchange(s): (Enter applicable code 1=Yes Z=No) 





Number of full time registered representatives employed 
by respondent 











UU UU 


Number of NASDAQ stocks respondent makes market 





Number of underwriting syndicates respondent was a 
member 











Number of respondent's public customer: ee Actual te Estimate 


(a) equity security transactions effected on a national 
securities exchange 














(b) equity security transactions effected other than on a 
national securities exchange 








(c) commodity, bond, option, and other transactions effected 
on or off a national securities exchange 











Respondent's minimum net capital requirement $ 
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FINANCIAL INFORMATION 


X-17A-10 PART II 


A. 
1. 


10. 


y 
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Revenue Sources 
Commissions: 


a. Commissions earned on transactions in listed 
securities executed on an exchange 


b. Commission income on transactions in listed 
equity securities executed over-the-counter 
c. Commissions earned on option transactions 


d. All other commission income 
e. Total commissions 


Gain (loss) on firm securities trading 
accounts 1/ 


a. Realized gain (loss) 


i. From market making in over-the- 
counter securities 


ii. From market making as a specialist 
on a national securities 


iii. From trading in debt securities 
iv. From all other 
v. Total realized 
b. Unrealized gain (loss) 


¢. Total realized and unrealized 
gain (loss) 


Gain (loss) on firm securities investment 
accounts: 


a. Realized gain (loss) 
b. Unrealized gain (loss) 


¢. Total realized and unrealized 

gain (loss) 
Profit (loss) from management of and partic- 
ipation in underwriting syndicates and selling 
groups 


a. Underwriting income from corporate equity 
securities 


b. All other 
c. Total 


Income from sale of investment company 
securities 


a. As underwriter 


b. Other than as underwriter (retail 
transactions) 


c. Total 
Interest Income 


a. Margin interest income on customer accounts 


b. Other interest income 
c. Total 


Commodities income 


Other revenue related to securities business 
Revenue from all other sources 


Total revenue 


Realized gain (loss) OTC market-making in listed 
equity securities 














X-17A-10 Part II 














: B. Expense Items 





11. Commissions paid to other brokers 2/ 





6. 









Employee compensation and benefits (excludes 











17. Compensation to voting stockholder officers 





22. Other operating expenses related to securities 





SUMMARY BALANCE SHEET 













A. Assets 
1. Cash, clearing funds and other 
its 
‘ notes 
| ~ 
a. Securities failed to deliver 




















c. Other recei or 








d. Total receivables from brokers or 





Receivab 
a. 


from customers 
Debit balances in customers margin 









b. All other receiyables from 


Market value of securities and accounts 


d. Total market value of securities 





2/ Floor brokerage and clearance paid to other 
broker-dealers on agency and non-inventory 
principal transactions 


3/ Interest credited to General and Limited 


Partners’ capital accounts included as 
an expense in item 17 


4/ Research expense (if 10 percent or more 
Ve of total expenses) 
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6. Investments in and receivables from 
affiliates, subsidiaries and associated 

















8. Property, furniture, equipment, lease- 


hold improvements and rights under 


10 


B. Liabilities 





11. Money borrowed 


Payables to brokers or dealers 





les to brokers or 
b s 






Other 












13. Payables to customers 





b ° 





to cus 






c 
Short positions in securities and 





15. 


17.. Total liabilities excluding 














8. Subordinated b s 


Ownership Equity 
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0 


= Schedule A REALIZED GAIN (LOSS) 
7 FROM PRINCIPAL TRANSACTIONS IN 
SECURITIES IN TRADING ACCOUNTS 





Exchanges OTC 
Security (Col A) (Col B) 





1. Exempted Securities 


a. U.S. Government 
b. State and Local 
c, Other Exempted Securities 
d. Subtotal (latlbt+lc) = 














2. Market-Making 


a. Stocks Listed on an Exchange 
b. All Other Stocks 

c. Debt Securities 

d. Subtotal (2at2b+2c) 

















3. Trading for Respondent's Account (other than 
trading in firm's investment accounts and 
trading reported above) 


\) a. Stocks Listed on an Exchange 
b. All Other Stocks 
c. Options 


d. Other Trading 
e. Subtotal (3at+3b+3c+3d) 

















| 4. Net Realized Gain (Loss) (1d+2d+3e) 











5. Total Realized Gain (Loss) (Add Col A and 
Col B of Line 4; total amount is to 
correspond to revenue item 2av of revenue 
and expense statement) 
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Schedule B 


Profit or Loss From Management of 
and Participation in Underwriting 
Syndicates and Selling Groups 





5. 


6. 





CLASSIFICATION OF UNDERWRITINGS 


Aggregate Cost 
to the Public 
of Securities 
Sold by 
Respondent 
(Col, A) 


Gross Profit 
or Loss 
(Col, B) 








Firm commitment underwriting of registered 
nonexempted securities: 


a. Stocks 
b. Debt securities 


c. Subtotal (latlb) 


Other underwriting of registered nonexempted 
securities (e.g., best efforts underwriting, 
direct placements) 


Unregistered block distributions (as 
principal or agent) secondaries, exchange 
distributions, special offerings 
Exempted securities: 

a. U.S. Government 

b. State and local 

c.- Other exempted securities 


d. Subtotal (4at4btic) 


Total (Column A only) 
(Total of lines (1c+2+3+4d) 


Total (Column B only) 
(Total of lines 1c+2+3+4d; total amount 
is to correspond to revenue item 4 of 
revenue and expense statement) 



































Schedule C 


4. 


INCOME FROM OTHER SOURCES 


(Securities Business Only) 


Fees for account supervision, investment advisory and administra- 


tive services: 


a. Investment campanies 
b. Other 


Subscriptior fees for periodic publications 








Amount 











Fees received from private placements of securities not registered 


under the Securities Act of 1933 


Fees for puts, calls, other option transactions in securities 
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& 
Con 











Proxy solicitation fees 


























6. Service charges 
7. Dividends from securities in firm investment 
accounts 
8. Incame or losses from unconsolidated subsidiaries: 
a. Dividends 
b. Equity in undistributed earnings for the year 
9. Nonrecurring income 
10. Other revenues related to securities business (see instructions) 
11. Total other revenue related to securities business (total amount 
is to correspond to item 8 of revenue and expense statement) 
Schedule D SECURITIES AND COMMODITIES POSITIONS IN 


INVESTMENT, TRADING, AND OTHER ACCOUNTS 





Long Short 
Positions Positions 
(Col. A) (Col. B) 








Re Trading Accounts 





a. Stock 
b. Corporate bonds (includes 
convertibles) 





c. U.S. Government securities 





d. Other exempted securities 





e. Total trading accounts 
(lat+1b+1c+1d) 





me Investment Accounts 


a. Stocks 





b. Corporate bonds (includes 
convertibles) 





c. U.S. Government securities 





d, Other exempted securities 





Total investment accounts 
(2at+2b+2c+2d) 





ie Other Accounts 


a. Commodities 





b. Joint accounts 











c. Capital accounts 
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PART II 
FIRM IDENTIFICATION INFORMATION 


Note to Respondents: Part Il of Form X-17A-10 is to be 
filed by all broker-dealer and exchange members with an- 
nual gross revenues related to securities business of $500,- 
000 for the calendar year. Schedules A, B, C, and D are 

to be filed by all broker-dealers and exchange members 
with gross revenues related to the securities business of 
$10 million or more. Gross revenues related to the securi- 
ties business is equal to item 10 less item 9 of the Revenue 
and Expense Statement. 


1. Firm name refers to the name under which the respond- 
ent is registered as a broker-dealer pursuant to Rule 15b of 
the Securities and Exchange Act of 1934. 


2 Firm address refers to respondent's principal place of 
business or headquarters office if respondent operates 
more than a single office. 


5. Report the name and X-17A-10 numbers of broker- 
dealers and exchange members acquired through merger, 
consolidation or any other means during the course of the 
reporting period. The acquiring or successor firm is to re- 
port its operating results as if it had been in existence for 
the entire reporting period. 


6. Report the indicated identification numbers of broker- 
dealers and exchange members with whom respondent is 
affiliated. Affiliate is defined in the following manner: 


An “affiliate” of, or a person “affiliated” with a 
specified person, is a person that directly, or in- 
directly through one or more intermediaries, con- 
trols, or is controlled by, or is under common con- 
trol with, the person specified. 


7. \f during the reporting period respondent changes its 
form of business organization, (e.g., sole proprietorship to 
partnership, partnership to corporation), respondent's re- 
Port shall be stated as if the new business organization had 
been in existence for the entire period. 


Adjustments shall be made to appropriate captions such as 
employment compensation and employment costs and pro- 
vision for Federal income taxes to conform the entire 
period to that of the continuing entity. 


10. “Equity security” shall mean any stock or similar se- 
curity; or any security convertible, with or without consid- 
eration, into such a security, or carrying any warrant or 
right to subscribe to or purchase such a security. 


12a & 12b. Report total number of public customer ac- 
counts, regardless of the method by which those accounts 
are cleared. 


The term “public customer” shall mean any person from 

whom or on whose behalf a broker or dealer has received 

or acquired or holds funds or securities for the account of 
such person, but shall not include a broker or dealer, or a 
general, special or limited partner or director or officer of 
the broker-dealer, or any person to the extent that such 
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person has a claim for property or funds which by con- 
tract, agreement or understanding, or by operation of 
law, is part of the capital of the broker or dealer or is sub- 
ordinated to the claims of creditors of the broker or deal- 
er. Omnibus accounts carried for other brokers or dealers 
shall not be included in the count of public customer ac- 
counts (caption 11a) but shall be included under caption 
11b. 


Only active public customer accounts will be included in 
the public customer account total. For an account to be 
considered “‘active”’ it must have a non-zero cash or securi- 
ties balance at the end of the reporting period or have had 
some action (purchase or sale of security, dividend credit, 
etc.) during the reporting period. Omnibus accounts car- 
ried for other brokers at the end of the reporting period 
are to be included in omnibus account total. 


75. Indicate with an ““X” the methods by which respond- 
ent clears its public customer accounts. If respondent has 
no public customers, as defined in 72a and 12b. above, re- 
spondent is to place an ““X” in the “not applicable” box. 
If respondent principally clears its public customer trans- 
actions through other than a broker-dealer place an ““X” 
in the “other” box. 


77. Exchange membership is to include associate and 
limited memberships as well as regular memberships. 


78. Report only full time (full time is defined as anyone 
who works 30 hours or more per week for respondent) 
personnel who spend, at a minimum, 50 percent of their 
time engaged in effecting transactions with public cus- 
tomers on behalf of the respondent. 


21a & 21b. Report the total number of public customer 
transactions executed on a national securities exchange. 
If basis of count is an actual count place an “X” in 
“actual” box. If statistical method is used place an “X” 
in “estimate” box. 


A transaction is defined as an executed trade which results 
in a customer trade confirmation. Therefore, the count of 
transactions should be taken from the customer side and 
should not include confirmation corrections. For count 
purposes, several executions at the same price which result 
in one confirmation should be counted as one transaction. 


In the case where a firm uses a statement-type confirma- 
tion, each item or “line” should be considered as a confir- 
mation for purposes of counting transactions. 


For those exchange transactions in which the respondent 
acts as principal, both street and customer sides are count- 
ed as separate transactions. For non-inventory principal 
transactions in an over-the-counter security, both the pur- 
chase for inventory and the sale to the customer shali be 
counted as separate transactions. Commodity, bond, op- 
tion, and other transactions are to be reported in 21c. 


For investment company securities transactions in which 
cash or securities are handled by respondent (exclude trans- 
actions by others such as voluntary or periodic payment 
plans), a count of trade confirmations should be used to 
obtain the transaction count. The street and customer side 
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are counted as one transaction. For underwriting transac- 
tions the takedown should be counted as one transaction 
and the ultimate sale to customers should be counted 

based on customers’ confirmations (e.g., an underwriting 

of 2,000 shares is ultimately sold to five customers—take- 
down of 2,000 shares counts as one trade and the sale to 
five customers counts as five trades). For commodity trans- 
actions purchase or sale of contracts are to be counted as 
one transaction and each subsequent closeout is to be 
counted as one transaction (e.g., five contracts of a com- 
modity purchased in one trade (same price and on the same 
day) is one transaction, subsequent sale as five separate 
contracts (different day or price for each) is five addition- 
al transactions). Do not include clearing house side in 

count. 


For option transactions the purchase of an option contract 
represents a transaction. 


For commercial paper transactions both the purchase and 
sale should be counted as transactions. Count may be taken 
from confirmation or acknowledgement tickets. Items 
which are not strictly principal trades such as private place- 
ment sales should be included. Repurchase agreement sales 
and returns should also be included in count. 


Corrections shall be excluded from the transaction count. 
However, an error transaction, that is a transaction where 
the wrong security was purchased and the correct security 
must later be purchased, is not considered a correction. For 
error transactions, the original transaction and the buy and 
sell from the error account are to be counted as separate 
transactions. 


Firms carrying public customer accounts for other broker- 
dealers on a fully disclosed basis are to include transactions 
from those accounts in their number count. Firms introduc- 
ing accounts on a fully disclosed basis will report ““zero” 

for these items. 


Although an actual count of transactions is preferred, an 
estimated count may be generated using the following 
methodology: 


1. Select the specific days for which transactions will be 
counted by 


(a) Randomly selecting one of the first 15 working days 
in the year as the starting date, 


(b) Selecting each 8th working date thereafter throughout 
the entire year, 


(c) Listing these dates in chronological order. This should 
result in a list of exactly 30 dates. (If more than this num- 
ber have been selected, randomly discard dates throughout 
the year until only 30 remain.) 


2. Count and record the transactions for each of the above 
30 dates in each of the categories requested. 


3. Estimate the annual number of transactions in each cat- 


count in each category by 8.3333 to annualize the trans- 
action count. 


( Qo by multiplying the aggregate of the 30 dates test 
, 


22. Respondent is to report its dollar minimum net capi- 
tal required pursuant to Rule 15c3-1 as amended. If re- 
spondent utilizes the alternative method of net capital 
computation, report the greater of $100,000 or 4% of 
the total debit items computed in accordance with the 
Formula for Determination of Reserve Requirement for 
Brokers and Dealers as set forth in Exhibit A to Rule 
15c3-1, 17 CFR 240.15c3-3a. 


PART Il 
REVENUE AND EXPENSES 


7. Report commissions earned on non-member and intra- 
member equity, debt, and commodity transactions includ- 
ing non-inventory principal transactions. Commissions 
earned on introduced accounts carried by other brokers 
and on omnibus accounts carried for other brokers should 
be reported net. 


Commissions earned from sales of variable annuities, 
placement of savings and loan accounts, sales of fractional 
interests in oil, gas, other mineral rights, and participations 
in real estate syndicates shall be included at revenue item 1d. 


Intra-member commission earned, commission earned on 
bond transactions, and commissions earned on commodi- 
ties transactions are to be included in sub-caption ad. 


2 Report, as separate items, realized and unrealized gain 
(loss) on securities held for sale in the ordinary course of 
business and not identified as held for investment in accord- 
ance with Internal Revenue Code applicable to dealers in 
securities. Dividends and interest income on securities in 
trading accounts shall be treated as an adjustment to gain 
(loss). Amounts reported shall not be reduced by any allo- 
cation of Federal income taxes. Floor brokerage, and 
clearance paid to others on trading account transactions 
shall not be treated as an adjustment to gain (loss). Interest 
expense incurred to carry trading accounts is not to be in- 
cluded as an adjustment. 


Realized gain (loss) from market-making activities in listed 
securities is to be reported in footnote one in the blank 
provided. 


Realized gain (\oss) from specialist activities in equity se- 
curities on a national securities exchange is to be reported 
at caption 2aii. 


3. Report, as separate items, realized and unrealized gain 
(loss). on securities identified as held for investment in 
accordance with Internal Revenue Code applicable to 
dealers in securities. Dividends and interest income shall 
not be treated as adjustments to gain or loss but rather 
shall be reported as “‘other income related to the securities 
business” and as “interest income” earned in item 6. Floor 
brokerage and clearance paid to others on investment ac- 
counts shall not be treated as an adjustment to gain (loss). 
Interest expense incurred to carry investment positions is 
not to be included. Amounts reported shall not be adjust- 
ed by any allocation of Federal income taxes. 


4. Report the gross profit (loss) from management of or 
Participation in underwriting syndicates and selling groups. 
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Gross profit (loss) shall be determined as the difference be- 
tween the proceeds of securities sold and their purchase 
price adjusted for discounts, commissions and allowances 
received from or given to other brokers. Any direct ex- 
pense which can be associated with a specific underwriting, 
may also be considered as a cost in determining gross pro- 
fit (loss). In determining gross profit (loss), any unrealized 
loss on securities unsold at the time the underwriting ac- 
count was closed shall be considered as a deduction from 
the proceeds of securities sold. 


Employee compensation and employment costs of persons 
working in an “underwriting department” and other related 
expenses of such department shall be treated as indirect ex- 
penses and not deducted in determining gross profit (loss). 


In subcaption 4a report the profit (less) from management 
of or participation in underwriting syndicates and selling 
groups where the security underwritten is corporate equity 
security. (“Equity security” is defined in firm identification 
item 10.) 


5. Report the total income derived from sale of investment 
company securities as a retailer and as an underwriter. Re- 
port the net amount of sales load or commission earned by 
respondent on the sale of open-end investment company 
securities. Commissions earned on sale of shares of closed- 
end investment companies and profit or loss from partici- 
pation in underwriting of shares of such companies shall be 
included in “other commission income,” item 1c, or “Pro- 
fit (loss) from management of and participation in under- 
writing syndicates and selling groups,” item 3. 


Include in this item net amount of sales load or commission 
earned on periodic payment plans of the installment type 
and face amount certificates. 


6. Report a// interest income received under the appropri- 
ate subcaptions. 


7. Report income from commissions, fees, and principal 
trading in commodities. The term “commodities” includes 
future commodity contracts and spot (cash) commodity 
contracts. 


71. Report all commission paid to other brokers for trans- 
actions executed on or off a national securities exchange. 
Include payouts to other broker-dealers on commodity 
transactions. Fees paid exchanges on commission are to be 
excluded from this item and reported in item 22, ‘other 
operating expenses related to securities business.” Floor 
brokerage and clearance paid to other brokers on agency 
and noninventory principal transactions is to be reported 
at footnote two. 


72. Report total interest paid on subordinated borrowings. 
Subordinated borrowings include: subordinated loan agree- 
ments and secured demand notes. 


13. Include all interest payments other than those made 
on subordinated borrowings in item 12. 


14. Include clearance fees paid to clearing corporations; 
associations and depositories; floor brokerage and clearance 
paid to other brokers on principal business. 
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15. Report total compensation to registered representa- 
tives. Compensation and costs to be reported for such per- 
sons shall include amounts determined by salary, commis- 
sion or otner basis. 


716. Report all salaries, commissions, bonuses, profit shar- 
ing contributions, payroll taxes and benefits paid to or in- 
curred for all employees except registered representatives, 
partners, and voting stockholder officers. 


77. Report the total salaries and employee benefits for 
voting stockholder officers and general partners (as agreed 
to in the partnership agreement). State separately, in foot- 
note three, interest on General and Limited Partners’ 
Capital. 


78. Include the cost of telephones and leased wires; post- 
age; stationery; office supplies and forms. 


79. Report the cost of rent, heat, light and maintenance; 
depreciation and amortization; EDP equipment rental and 
service bureau charges; all other equipment rental and 
general insurance. 


20. Report general advertising and promotional expenses. 
Include payments to all media to promote the respondent 
and its services to the general public. Additionally, report 
expenditures to make the public aware of various invest- 
ment vehicles and plans which do not specifically address 
an individual firm, fund, or enterprise. 


27. Report all fees paid to regulatory bodies in order to 
conduct a securities business. Examples of such fees are 
payments for registration of registered representatives, 
SECO fees, and NASD dues. Additionally, report all direct 
expenditures to meet reporting requirements imposed by 
regulatory bodies. 


22. Report all expenses related to the conduct of a securi- 
ties business not reported as expenses in items 11 thru 21. 


23. Report all expenses incurred by respondent not re- 
lated to respondent's securities business. 


24. Report as total expenses the sum of the individual ex- 
pense items 11 thru 23. If research expense (research ex- 


pense includes expenditures for all research activities wher- 


ever performed) exceeds 10 percent of total expense, re- 
port research expense in the blank provided in footnote 
four. 


PART II 
SUMMARY BALANCE SHEET 


Note to Respondents: To eliminate the difficulties and 
confusion surrounding what information is to be included 
in each line item in the summary balance sheet presented, 
efforts have been made to adopt Focus Part I! Balance 
Sheet definitions where practicable. In such cases of com- 
parability of line items Focus line items will be explicitly 


identified as composing the summary items to be reported. 


The respondent is therefore directed to the relevant Focus 
Part I! Balance Sheet definitions for details on informa- 
tion to be included in each line item. 
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SUMMARY BALANCE SHEET 


J) Item No. 


1. Report the sum of the following line items: 


2 Report the following line items. 


3. Items made up of components from: 


3a. Report the following line item: 
3b. Report the following line item: 


3c. Report the following line items: 


4. Report the following line items: (Note: Amounts 
reported are to separately reflect debt balances in cus- 
tomer margin accounts from all other customer accounts 
with debt balances. As a result any one given “public cus- 
tomer’s” margin accounts must not be aggregated with the 


customer’s other accounts.) 


\) \ 4.5. Report the sum of the following line items: 
| 


6. Report the following line item: 


7. Report the following line item: (Note: Amount re- 
ported is to be market or fair value rather than cost. 

The difference between market value and cost of ex- 
change memberships is to be treated as an adjustment to 
capital.) 


& Report the following line item: 


9. Report the sum of the following line items: 
17. Items made up of components from: 


11a. Report the sum of the following line items: 


(i he 11b. Report the sum of the following line items: 














FOCUS PART I! BALANCE SHEET ITEMS 
Cash 


Cash segregated in compliance with federal and other re- 
gulation 


Securities on deposit in compliance with federal and other 
regulation, at market value 


Secured demand notes (regardless of type of security by 
which collateralized) 


Receivables from broker or dealers and clearing organiza- 
tion 

Failed to deliver 

Securities borrowed 


Omnibus accounts 
Clearing organizations 
Other 


Receivables from customers: 
Securities accounts: 
Cash and fully secured accounts 
Partly secured accounts 
Commodity accounts 
Allowance for doubtful accounts 


Securities and spot commodities owned at market value 
Securities not readily marketable, at estimated fair value 


Other investment not readily marketable at estimated fair 
value 


Securities borrowed under subordination agreements, at 
market value 


Investment in and receivables from affiliates, subsidiaries, 
and associated partnerships 


Memberships in exchanges 


Property, furniture, equipment, leasehold improvements 
and rights under lease agreements at cost 


Securities purchased under agreements to resell 
Bank loans payable on demand 


Secured by customers’ exempted securities 
Secured by customers’ other securities and spot commodi- 
ties 


Secured by marketable securities and spot commodities 
owned or held pursuant to subordination agreements 


Secured entirely by collateral other than marketable 
securities 
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11c. Report the sum of the following line item: 


712 Report the following items in the appropriate sub- 
captions: 


13. Report the following line item: (Note: Public cus- 
tomer accounts are to be divided between those with free 
credit balances and all other balances.) 


14. Report the following line item: 


15. Report the following line item: 


16. Report the sum of the following item: 


18 Report the following line item: 


SUPPORTING SCHEDULES TO PART II 


Note to Respondents: Part II supporting schedules are to 
be filed by all respondents whose total revenue (item 10 
less item 9, Revenue and Expense Statement) equals or ex- 
ceeds $10 million for the period reported. 


Schedule A - Realized Gain (Loss) from Principal Trans- 
actions in Securities in Trading Accounts 


Schedule A presents a detailed breakdown of the gain (loss) 
total reported at item 2c of the Revenue and Expense state- 
ment. Gain (loss) [Dividends and Interest Income] in secur- 
ities identified as being held for investment purposes in 
accordance with the provisions of the Internal Revenue 
Code applicable to dealers shall not be included in this 
schedule. 


Dividend and interest income on securities in trading ac- 
counts shall be treated as an adjustment to gain (loss) re- 
ported. 


All amounts reported shall not be reduced by allocation of 
Federal income taxes. 


The subcaption “Market-Making” refers to all market-mak- 
ing and shall be limited to activities in those particular se- 
curities in which the respondent holds himself out (by en- 
tering indications of interest in purchasing and selling in an 
inter-dealer quotations system or otherwise) as being willing 
to buy and sell securities for his own account on a continu- 
ous basis otherwise than on a national securities exchange. 


Gain on riskless transactions are not to be included in this 
schedule. 


Schedule B - Profit or Loss from Management of and Partici- 
pation in Underwriting Syndicates and Selling Groups 
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Not adequately secured 
Unsecured 


Payables to broker or dealers and clearing organizations F 
Failed to receive i 
Securities loaned ( 
Clearing organizations F 
Other t 

‘ 

Payables to customers: P 
Securities accounts 
Commodities accounts te 


Omnibus accounts-customers 
Omnibus accounts-firm 


Securities sold not yet purchased at market value 
Securities sold under repurchased agreements ) 
Accounts payable and accrued liabilities and expenses d 
Notes and mortgages payable é 


Liabilities subordinated to claims of general creditors. 


- 


The information called for in columns A and B shall be ( 
given in accordance with the indicated classifications. F 


Sales as principal underwriter of investment company se- ‘ 
curities (other than closed-end investment companies) 
shall not be reported in this schedule. 





Column A - Aggregate Cost to the Public of Securities Sold 
State the aggregate price paid by public customers for se- 
curities sold by respondent as member of underwriting syn- 
dicates, as participant in selling groups, or in unregistered 
block distribution. Securities sold to other broker-dealers 
shall be excluded from the amount reported. 


Column B - Gross Profit or Loss 


Gross profit or loss shall be determined as the difference 
between the proceeds of securities sold and their purchase 
price adjusted for discounts, commission and allowances 
received from or given to other brokers. Any direct ex- 
pense which can be associated with a specific underwriting 
may also be considered as a cost in determining gross profit 

or loss. In determining gross profit or loss any unrealized 
loss on securities unsold at the time the underwriting ac- 
count was closed shall be considered as a deduction from | 
the proceeds of securities sold. ( 


Employee compensation and employment costs of persons 
working in an “underwriting department” and other related 
expenses of such department shall be considered as indirect | 
expenses and not deducted in determining gross profit or 

loss. 


1 & 2. Report all underwritings of securities registered 
under the Securities Act of 1933. Underwritings made on 
a firm commitment basis shall be reported at caption 1 and 
other underwritings, such as “best efforts”’ or “‘all-or none,” 
shall be reported at caption 2. 








f 


3. Unregistered block distributions to be reported include 

\(1) a public distribution of unregistered securities through 
the facilities of a national securities exchange in accord- 
ance with the exchange rules applicable to “Special Offer- 
ing Plans” or “Exchange Distribution Plans”, or a public 
distribution of listed securities over-the-counter in accord- 
ance with exchange rules applicable to “Secondary Distri- 
butions”. Such distributions are to be reported as under- 
writings regardless of whether the transactions have been 
effected in the capacity of principal or agent. 


Schedule C - Income from Other Sources 


1. Report fees for services to individual and corporate cus- 
tomers. The amount to be included as administrative ser- 
vices, however, shall be limited to fees charged to invest- 
ment companies and periodic payment plans other than for 
investment advisory services. 


4. Report revenues received from writing options. 


& Report dividends received from any unconsolidated 
subsidiaries and respondent's share of undistributed income 
or losses of such subsidiaries for the year. 


10. Report all other revenues related to respondent's se- 
curities business not previously reported in income from 
other sources, items 1 thru item 9. 


Schedule D - Securities Positions in Investment, Trading 
and Other Accounts 


Note to Respondents: This schedule shall be used to report 
long and short positions in securities in which respondent 
has an interest. Securities clearly identified as being held for 
investment in accordance with provisions of the Internal 
Revenue Code applicable to dealers in securities shall be 
reported under caption 2, investment accounts. Commodi- 
ties positions in trading and investment account are to be 
included in this schedule under other accounts. 


1. Long and short positions to be reported under this cap- 
tion shall be stated at market value. Such market value 
shall not be adjusted to reflect any tax charge or benefit 
which would result from realization of unrealized apprecia- 
tion or depreciation. Long and short positions shall not be 
netted at any subcaptions. Respondents share in joint ac- 
counts and capital accounts are to be reported under item 
3, subcaptions 3b and 3c. 


3. Report long and short positions in securities and spot 
(cash) commodities in investment accounts. Report at sub- 
caption 3(a) the aggregate market value of all securities and 
spot (cash) commodities in long positions (column A) and 


the market value of short sales in short positions (column B). 


Amendment of Rule 17a-11 and Repeal of Form X-17A-11 
Rule 17a-11 will be revised to conform to the new net capi- 
tal rule by the addition of subparagraph (b)(2) which applies 
to the alternative method of capital computation. Subpara- 


aler must file a report at the end of the month if a capital 


} i , , ugraph (b)(2) would be revised to clarify that a broker or 
” , YS 


computation made at any time during the month indicates 
that his total net capital is below the minimum requirement. 


The report to be filed would be Part 1! of Form X-17A-5 
plus any additional statements which may be required, 
thus eliminating the need for Form X-17A-11. 


New paragraph (d) would require any broker or dealer who 
receives notice of a material inadequacy pursuant to para- 
graph (i)(2) of Rule 17a-5 to give telegraphic notice to the 
Commission and file a corrective plan within forty-eight 
hours thereafter. 


Text of Proposed Amended Rule 17a-11 (new material in 
italics): 


(a) Every broker or dealer subject to Rule 15c3-1, whose 
net capital at any time is less than the minimum required 
by any capital rule to which such person is subject, shall: 


(1) Give telegraphic notice as set forth in paragraph (f) of 
this section that such person’s net capital is less than is re- 
quired by any such capital rule, identifying the applicable 
net capital rule or rules. The notice shall be given on the 
same day that such person’s capital becomes less than re- 
quired by any of the aforesaid rules to which such person 
is subject; and 


(2) within 24 hours thereafter file Part // of Form X-17A-5 
and supplementary schedules as may be required. 


(b)(1) If a computation made by a broker or dealer pursu- 
ant to the requirements of Rule 15c3-1(c) shows, at any 
point during the month, that his aggregate indebtedness is 
in excess of 1,200 per centum of his net capital, or that his 
total net capital is less than 120 per centum of the mini- 
mum net capital required of him, such person shall file a 
report on Part I! of Form X-17A-5 within 15 calendar days 
after the end of the month for which such computation 
was required to be made, and within 15 calendar days after 
the end of each month thereafter until 3 successive months 
shall have elapsed during which his aggregate indebtedness 
does not exceed 1,200 per centum of his net capital, and his 
total net capital does not fall below 120 per centum of the 
minimum net capital required of him. 


(b)(2) /f a computation made by a broker or dealer pursu- 
ant to Rule 15c3-1(f) shows, at any point during the month, 
that his net capital is less than 6 percent of aggregate debit 
items computed in accordance with Rule 15c3-3 Exhibit A: 
Formula for the Determination of Reserve Requirements, 
such broker or dealer shall file a report on Part I! of Form 
X-17A-5 within 15 calendar days after the end of the month 
for which such computation is made, and within 15 days 
after the end of each month thereafter until three successive 
months shall have elapsed during which his net capital is not 
less than six percent of aggregate debit items computed in 
accordance with Rule 15c3-3 Exhibit A. 


(c) At any time when a broker or dealer subject to Rule 
17a-3 fails to make and keep current the books and records 
spécified therein, he shall immediately give telegraphic no- 
tice of such fact, specifying the books and records which 
have not been made or which are not current, and within 
48 hours of the telegraphic notice file a report stating what 
steps have been and are being taken to correct the situation. 


(d) Whenever any broker or dealer is notified by an inde- 
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pendent public accountant, pursuant to paragraph (i)(2) of 
Rule 17a-5, of any material inadequacy as defined in para- 
graph (h) of Rule 17a-5, said broker or dealer shall give 
telegraphic notice of such material inadequacy within 24 
hours, and within 48 hours of the telegraphic notice file a 
report stating what steps have been and are being taken to 
correct the situation. 


(e) Whenever any national securities exchange or national 
securities association learns that a member broker or dealer 
has failed to file a notice or file a report as required by par- 
agraph (a), (b), (c) or (d) of this section, such organization 
shall irnmediately report such failure as provided in para- 
graph (f) of this section. 


(f) Every notice and report required to be given or filed by 
this rule shall be given to or filed with the principal office 
of the Commission in Washington, D. C., with the regional 
office of the Commission for the region in which the broker 
or dealer has its principal place of business, and with the 
designated examining authority of which such broker or 
dealer is a member. 


Amendment of Rule 17a-20 


Rule 17a-20, which was adopted as part of the Commis- 
sion’s program to monitor the impact of competitive com- 
mission rates, would be amended to reduce the frequency 
of filing. The Commission has determined that the pro- 
gram’s effectiveness will not be decreased by requiring 
quarterly rather than monthly filing by all brokers and 
dealers subject to Rule 17a-20. 


Paragraph (a) has been amended to eliminate from the 
reporting system certain brokers and dealers who do not 
derive at least 20 percent of their revenues from securities 
commissions. Certain technical changes have also been 
made in order to coordinate the filing requirements with 
revised Rule 17a-10. 


Text of Proposed Amended Rule 17a-20 (new material in 
italics): 


(a)(1) Every broker or dealer with revenues as shown on 
line 6 of Statement A to Part I// or line 11 of Statement 
AA to Part Il of Form X-17A-10 of $500,000 or more, of 
which at least 20 percent is derived from brokerage com- 
mission transactions effected on national securities exchange 
as shown on Line 1(a) of Statement A to Part I/1, or Line 
1(e) of Statement AA to Part I!, respectively, of Form 
X-17A-10 during calendar year 1974 shall, not \ater than 
17 business days after the close of each calendar quarter, 
file a report of his revenues and expenses and related fi- 
nancial and other information for each such calendar quar- 
ter on Form X-17A-20. 


(2) Every broker or dealer required to file for calendar 
year 1975 Part II to Form X-17A-10, and whose commis- 
sions earned on transactions in listed equity securities ex- 
ecuted on an exchange as shown on Line A(a)(a) is at 
least 20 percent of the total revenue as shown on Line 
A(10) of Part II to Form X-17A-10, shall, not \ater than 
17 business days after the close of each calendar quarter 
(commencing with the calendar quarter ending March 31, 
1976), file a report of revenues and expenses and related 
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financial and other information for each such calendar 
quarter on Form X-17A-20. 


(3) No changes recommended. 
(4) No changes recommended. 
(b) No changes recommended. 
(c) No changes recommended. 
Statutory Basis 


Proposed amended Rule 17a-4, Rule 17a-5 and Related 
Form X-17A-5, Rule 17a-10 and Related Form X-17A-10, 
Rule 17a-11, and Rule 17a-20 would be adopted pursuant 
to Sections 17(a)(1), 17(e) and 23 of the Securities Ex- 
change Act of 1934, as amended by the Securities Acts 
Amendments of 1975. 


Request for Comments 


Due to the implementation of amended Rule 15c3-1 on 
January 1, 1976, the current financial and operational re- 
porting systems will become obsolete. It is therefore most 
urgent that the FOCUS Report be adopted as expeditious- 
ly as possible. For this reason, the Commission requests 
that the self-regulatory organizations comment as soon as 
possible on the feasibility of implementing the FOCUS 
Report in its current format. Should comments or experi- 
ence indicate that additional adjustments are necessary, 
the Commission will consider amendments to the FOCUS 
Report. 


The Commission welcomes comments on the entire pro- 

gram and is particularly interested in receiving comments 
from all interested members of the public in the follow- 

ing areas: 


1. items contained in the various parts of the FOCUS re- 
port; 


2. frequency and timeliness of submission of parts of the 
FOCUS Report by various types of firms; 


3: changes in the audit requirements pursuant to pro- 
posed amended Rule 17a-5; 


4. adoption of new Form X-17A-10 effective for calendar 
year 1975; 


5. implementation of the FOCUS Report as of January 1, 
1976; 


6. the desirability of requiring specialists, including option 
traders, floor brokers, floor traders, or municipal securities 
brokers or dealers to file the FOCUS Report and become 
subject to the reporting system described herein; and 


7. the desirability of requiring exempted life insurance 
companies registered as brokers and dealers engaging in 
the sale of variable contracts to file a report annually. 13/ 


Interested persons should submit their comments in writ- 
ing on or before December 1, 1975. All such communica- 
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tions should be directed to George A. Fitzsimmons, 
Secretary, Securities and Exchange Commission, 500 

orth Capitol Street, Washington, D.C. 20549. Com- 
ments should refer to File No. S7-594 and they will 
be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Form X-17A-10 would substantially be in FOCUS for- 
mat, with some modifications. 


2/ The key regulatory report is denominated the FOCUS 
Report symbolizing a Financial and Operational Com- 
bined Uniform Single report. 


3/ These two items are only part of a complete program 
described in Securities Exchange Act Release No. 10612, 
January 24, 1974. 


4/ The Report Coordinating Group was established in ac- 
cordance with the provisions of the Federal Advisory Com- 
mittee Act, 5 U.S.C. Appendix 1. 


5/ The Group also concentrated its efforts on the develop- 
ment of uniform registration and record retention forms. 
Uniform registration forms for brokers and dealers were 
adopted by the Commission on May 16, 1975. Securities 


ission of the Report Coordinating Group’s First Annual 
eport, a Trading Forms Task Force has deliberated for 
several months and has recommended the elimination or 
consolidation of the 104 trading forms described in the 
First Annual Report. The Task Force now proposes 44 


Exchange Act Release No. 11424. Subsequent to the sub- 





| 


simplified and consolidated forms in their place. 


An Assessment Forms Task Force working during the same 
period has made additional proposals for the further sim- 
plification of assessment procedures. For background and 
prior status of these two projects, see First Annual Report 
of the Report Coordinating Group, June 16, 1975. 


6/ Securities Exchange Act Release No. 11140. 
7/ Securities Exchange Act Release No. 11499. 


8/ The following is a comparison of the current and pro- 
posed paragraphs: 


Current Proposed Current Proposed 
Paragraph Paragraph $§ Paragraph Paragraph 
-- 17a-5 (a) --- 17a-5 (i) 
(a) (b) (g),(h), (i) (j) 
(b) (c) _ (k) 
(c) (d) (j) (1) 
(d) (e) (k) _ 
(e) (f) (I) _ 
(f) (g) (m),(n),(o) (m) 


(h) 


Ifill its Congressional mandate to collect and report on 
economic data concerning the securities industry, while 
simultaneously streamlining the financial and operational 


Qi: This reporting sequence will enable the Commission to 


reporting required by brokers and dealers. It would allow 
almost the complete integration of the current economic 
data reporting requirements of Rule 17a-10 and Rule 
17a-20. 


Under Section 23 of the Securities Exchange Act of 1934, 
as amended by the Securities Acts Amendments of 1975, 
the Commission has a duty to make such reports to Con- 
gress. The information necessary to prepare such reports 
would be derived from the calendar quarter filings of Form 
X-17A-5 and the annual filing of Form X-17A-10. 


10/ This is in accordance with Section 14 of the Securities 
Acts amendments of 1975 which amended Section 17(e) 
(1)(A) of the Securities Exchange Act of 1934 to require 
that the audited financial statements be submitted on a 
fiscal or calendar year basis. 


11/ This is in accordance with Section 17(e)(2) of the Se- 
curities Exchange Act of 1934, as amended by the Securi- 
ties Acts Amendments of 1975. 


12/ See footnote 9, supra. 
13/ The Commission is currently developing a limited 


revenue and expense form to be filed annually by such 
companies. 








HOLDING COMPANY ACT 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19203/October 9, 1975 


See Securities Act of 1933 Release No. 5625/October 9, 
1975. 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19204/October 9, 1975 


In the Matter of 


DELMARVA POWER & LIGHT COMPANY 
800 King Street 
Wilmington, Delaware 19899 


(70-5746) 


NOTICE OF PROPOSAL TO ISSUE AND SELL COM- 
MON STOCK THROUGH DIVIDEND REINVESTMENT 
AND COMMON SHARE PURCHASE PLAN 


NOTICE IS HEREBY GIVEN that Delmarva Power & 
Light Company (“Delmarva”), a registered holding com- 
pany, has filed a declaration with this Commission pur- 
suant to the Public Utility Holding Company Act of 1935 
(“Act”), designating Sections 6 and 7 thereof as applicable 
to the proposed transactions. All interested persons are 
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referred to the declaration, which is summarized below, 
for a complete statement of the proposed transaction. 


Delmarva proposes to issue and sell up to 300,000 shares 
of its common stock, par value $3.37-1/2 per share, to the 
holders of record of its outstanding common stock. Such 
new shares will be issued through a voluntary dividend re- 
investment and common share purchase plan (“Plan”), 
under which shareholders may elect to invest regular cash 
dividends and/or optional cash payments of between $25 
and $3,000 per quarter in such additional shares. It is 
stated that the purchase price will be the average of the 
highest and lowest prices on the New York Stock Exchange 
on the pricing date, which will normally be the last day of 
the month. The net proceeds from the sale of shares pur- 
suant to the Plan, assuming all shares are sold at $11.00 
per share, will amount to $3,300,000 and will be applied 
to Delmarva’s construction program. 


The Plan will be administered by BT Bradford Stock Ser- 
vice, Inc., an affiliate of Bankers Trust Company of New 
York (“Bank”), which will serve as agent for the Plan par- 
ticipants. All shares purchased will be held for the exclu- 
sive benefit of the Plan participants. All record holders 

of Delmarva’s outstanding common stock are eligible to par- 
ticipate in the Plan and may join by executing an authori- 
zation form and returning it to the Bank. A participant 
may withdraw from the Plan at any time upon giving 
written notice to the Bank. Upon withdrawal, certificates 
for whole shares credited to a participant’s account will be 
issued and a cash payment will be made for any fractional 
share. 


It is stated that all costs for administering the Plan will be 
paid by Delmarva and that there will be no brokerage fees 
when shares are purchased under the Plan. However, if par- 
ticipants withdrawing from the Plan request the Bank to 
sell all whole and fractional shares credited to their account, 
there will be brokerage commissions and transfer taxes. 


The Bank will not vote any shares held by it under the Plan. 
Participants will receive a single proxy with respect to full 
shares which they own of record or which are credited to 
their accounts under the Plan. 


The fees and expenses incurred or to be incurred in connec- 
tion with the proposed transaction are estimated to aggre- 
gate $105,000, including accounting fees of $10,500, Bank 
administration fee of $25,000, and legal fees of $6,000. It 
is stated that The Public Service Commission of Delaware 
has jurisdiction over the proposed transection. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 14, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 

fact or law raised by said declaration which he desires to 


controvert; or he may request that he be notified if the Com- 


mission should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such re- 
quest should be served personally or by mail upon the de- 
clarant at the above-stated address, and proof of service (by 
affidavit or, in case of an attorney at law, by certificate) 
should be filed with the request. At any time after said date, 
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the declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from its 
rules under the Act as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem appro- 
priate. Persons who request a hearing or advice as to ott 
whether a hearing is ordered will receive any notices and 








orders issued in this matter, including the date of the hear- S 
ing (if ordered) and any postponements thereof. prc 
” 

For the Commission, by the Division of Corporate Regula- ‘ 
tion, pursuant to delegated authority. NC 
me 
George A. Fitzsimmons the 

Secretary of 
of 
to 
th 
re 
E> 
PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 of 
Release No. 19205/October 10, 1975 m 
In the Matter of r 
4 in 
ALLEGHENY POWER SYSTEM, INC. wi 
320 Park Avenue tir 
New York, New York 10022 pe 
th 
(70-5742) = 


Alo 
NOTICE OF PROPOSAL OF HOLDING COMPANY b 4) 
TO ACT AS SURETY FOR SUBSIDIARY COMPANY "| 








re 
NOTICE IS HEREBY GIVEN that Allegheny Power Sys- : 
tem, Inc. (“APS"’), a registered holding company, has , 
filed a declaration and an amendment thereto with this 
Commission pursuant to the Public Utility Holding Com- F 
pany Act of 1935 (“Act’’), designating Sections 12(b) ti 
and 12(f) of the Act and Rule 45 promulgated thereunder 

as applicable to the proposed transaction. All interested 

persons are referred to the declaration, as amended, which 

is summarized below, for a complete statement of the pro- 

posed transaction. 

APS proposes to act as surety for its electric utility sub- 

sidiary company, The Potomac Edison Company of West 

Virginia (“PE W.Va.) in connection with a certain PE f 
W. Va. rate proceeding now pending before the West I 


Virginia Public Service Commission (“state commission”). 
PE W.Va. has filed tariffs with the state commission contain- 
ing a revision of rates and charges. The state commission has 
suspended these tariffs until November 26, 1975, and has 
commenced an investigation into the reasonableness there- | 
of. No final order has been issued by the state commission | 
in this matter and the state commission investigation iscon- 
tinuing. 

APS will act as surety for PE W.Va. in such amount as shall 
be determined by the state commission for prompt refund 
by PE W.Va. of the amounts filed with the state commis- 
sion on June 30, 1975. The amount of the bond will not 
exceed $4,500,000, which is the estimated additional an- 
nual revenue that the new rates will provide. In the event 
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the amount of the bond ordered by the state commission 
all exceed that amount, PAS will not execute the bond 
ithout a further order of this Commission. 


itis stated that aside from the rate proceeding described 
herein, no state commission and no federal commission, 
other than this Commission, has jurisdiction over the pro- 
posed transaction. The fees and expenses of APS or any 
associate company to be incurred in connection with the 
proposed transaction, including legal fees, are estimated 
not to exceed $200. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 5, 1975, request in writing 
that a hearing be held on such matter, stating the nature 
of his interest, the reasons for such request, and the issues 
of fact or law raised by said declaration which he desires 
to controvert; or he may request that he be notified if © 
the Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy 
of such request should be served personally or by mail (air 
mail if the person being served is located more than 500 
miles from the point of mailing) upon the declarant at the 
above-stated address, and proof of service (by affidavit or, 
in case of an attorney at law, by certificate) should be filed 
with the request. At any time after said date, the declara- 
tion, as amended or as it may be further amended, may be 
permitted to become effective as provided in Rule 23 of 
the General Rules and Regulations promulgated under the 
Act, or the Commission may grant exemption from such 


} yrules as provided in Rules 20(a) and 100 thereof or take 


such other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is order- 
ed will receive any notices and orders issued in this matter, 
including the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19206/October 10, 1975 


In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
First National Building 
Little Rock, Arkansas 72203 


(70-5744) 


NOTICE OF PROPOSED ISSUE AND SALE OF PRE 
FERRED STOCK AT COMPETITIVE BIDDING 


7 j;NOTICE IS HEREBY GIVEN that Arkansas Power & Light 
\j 


Company (“Arkansas”), an electric utility subsidiary of 
Middle South Utilities, Inc. (“Middle South’), has filed an 
application with this Commission, pursuant to the Public 


Utility Holding Company Act of 1935 (“Act”), designating 
Section 6(b) of the Act and Rule 50 promulgated there- 
under as applicable to the proposed transaction. All inter- 
ested persons are referred to the application, which is sum- 
marized below, for a complete statement of the proposed 
transaction. 


Arkansas proposes to issue and sell 400,000 shares of a 
new series of cumulative Preferred Stock (“preferred 
stock’’), $100 par value, subject to the competitive bidding 
requirements of Rule 50 under the Act. The dividend rate 
of the preferred stock (which will be a multiple of 1/25 of 
1%) and the price to be paid to Arkansas (which will be 
not less than $100 nor more than $102.75 per share) will 
be determined by the competitive bidding. The preferred 
stock will not be redeemable prior to November 1, 1980, 
through the use of borrowed funds, or funds derived from 
sale of additional preferred stock, at an effective cost to 
Arkansas lower than the cost of the proposed preferred 
stock. 


The terms of the preferred stock may include provisions 
for a sinking fund designed to redeem at $100 per share, 
plus accumulated dividends, 20,000 shares on each Novem- 
ber 1 commencing in the year 1980. Arkansas may also 
have a non-cumulative option to redeem an additional 
20,000 shares on each November 1 during the sinking fund 
redemption period. 


Arkansas proposes to utilize the net proceeds from the issu- 
ance and sale of the preferred stock to repay short-term 
borrowings incurred for the purpose of financing its con- 
struction program (estimated to total $180 million for 
1975). Such short-term borrowings will aggregate an esti- 
mated $30 million at the time of the aforementioned sale. 


Fees and expenses incident to the proposed transaction are 
estimated at $126,000, including counsel fees of $39,000 
and accountants’ fees of $12,000. The fees of counsel for 
the successful bidders are estimated at $15,000, to be paid 
by the successful bidders. 


The proposed transaction has been approved by the Arkan- 
sas Public Service Commission. The application states that 
the Tennessee Public Service Commission has jurisdiction 
over the proposed transaction and that no other state com- 
mission and no federal commission, other than this Com- 
mission, has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 4, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said application which he desires to 
controvert; or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such re- 
quest should be served personally or by mail (air mail if the 
person being served is located more than 500 miles from 
the point of mailing) upon the applicant at the above-stated 
address, and proof of service (by affidavit or, in case of an 
attorney at law, by certificate) should be filed with the re- 
quest. At any time after said date, the application, as filed, 
or as it may be amended, may be granted and permitted to 
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become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or 

the Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such other 
action as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19207/October 10, 1975 


In the Matter of 


GEORGIA POWER COMPANY 
Atlanta, Georgia 


(70-5726) 


ORDER AUTHORIZING CHARTER AMENDMENT TO 
AUTHORIZE A NEW KIND OF PREFERRED STOCK, 
ISSUANCE AND SALE OF 3,000,000 SHARES OF SUCH 
PREFERRED STOCK, AND EXCEPTION FROM COM- 
PETITIVE BIDDING 


Georgia Power Company (‘’Georgia’’), an electric utility, 
subsidiary company of The Southern Company (“South- 
ern”), a registered holding company, has filed an applica- 
tion-declaration and amendments thereto with this Com- 
mission pursuant to Sections 6(a), 6(b), 7, and 12(c) of 
the Public Utility Holding Company Act of 1935 (““Act”’) 
and Rules 42 and 50(a)(5) promulgated thereunder re- 
garding the following proposed transactions. 


Georgia proposes to amend its charter so as to authorize a 
new kind of preferred stock kaving a par value of $25 per 
share, to be designated Class A Preferred Stock. Georgia 
then proposes to issue up to 3,000,000 shares of Class A 
Preferred Stock and to sell such securities for the best price 
obtainable but for a price to Georgia of not less than $25 
per share nor more than $25.50 per share, which shall also 
be the public offering price of such shares. Georgia will pay 
a commission to underwriters as compensation for the sale 
of the Class A Preferred Stock. Georgia has requested that 
such sale be excepted from the competitive bidding require- 
ments of Rule 50 so that the company may negotiate for a 
public offering of the Class A Preferred Stock. 


it is stated that Georgia believes that the present limitation 
of preferred stock to a stated value of $100 per share de- 
prives Georgia of access to a market for preferred stock of 

a lower par value which exists from time to time. The Class 
A Preferred Stock will rank on a parity as to dividends and 
assets with the outstanding preferred stock and will have 
the same rights and preferences as the outstanding preferred 
stock. On all matters submitted to a vote by the ‘holders of 
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the preferred stock and Class A Preferred Stock, both 
kinds of stock will vote together as a single class, each 
share of preferred stock being counted as one and each 
share of Class A Preferred Stock being counted as one- 
fourth; provided, however, that, if any change in the rights 
and preferences of the outstanding preferred stock or 
Class A Preferred Stock would adversely affect the holders 
of only one, but not the other, such kind of stock, only 
the vote of the holders of at least 66-2/3% of the outstand- 
ing shares of the kind of stock so affected would be re- 
quired. 


The terms of the Class A Preferred Stock will be establish- 
ed by further amendment to the charter of Georgia which 
will include a prohibition against redeeming said stock 
prior to November 1, 1980, if such redemption is for the 
purpose or in anticipation of refunding the stock with 
funds obtained at a lower cost of money. Georgia also 
proposes to make provision for a cumulative sinking fund 
for the benefit of the Class A Preferred Stock which would 
retire not more than 5% annually of the number of shares 
initially issued, commencing five years after the sale, with 
the non-cumulative option on any sinking fund date, com- 
mencing five years or later after the sale, of redeeming an 
additional like number of shares. 


Georgia sold $75 million preferred stock in October, 1972 
(HCAR No. 17704). It was unable to sell $60 million pre- 
ferred stock in July 1974 (HCAR Nos. 18491 and 18510) 
due to prevailing conditions in the preferred stock market 
and a decline in Georgia’s preferred dividend coverage. 
Georgia’s financing ability has been affected by a reduction 
in quality ratings, once in July 1974 and again in January 
1975. 


Georgia is attempting to broaden investor appeal by selling 
the Class A Preferred Stock. In order to enhance the market- 
ability of the preferred stock, Georgia states that it is neces- 
sary to marshal a single comprehensive underwriting group 
to sell the Class A Preferred Stock. 


Georgia proposes to apply the proceeds from the sale of 
the new preferred stock towards the financing of its 1975 
construction program (estimated at $473,751,000) and to 
pay notes payable in the form of notes to banks and com- 
mercial paper notes incurred for such purpose. Such notes 
presently outstanding aggregate approximately $75,000,- 
000. 


The issuance and sale of the Class A Preferred Stock have 
been expressly authorized by the Georgia Public Service 
Commission, the State commission of the State in which 
Georgia is organized and doing business. No other State 
commission and no Federal commission, other than this 
Commission, has jurisdiction over the proposed transac- 
tions. The fees and expenses to be incurred in connection 
with the proposed transactions are estimated at $150,000, 
including legal fees of $38,500 and accountants’ fees of 
$32,400. The fee of counsel for the underwriters is esti- 
mated at $17,500 and is to be paid by the underwriters. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promul- 
gated under the Act (HCAR No. 19165), and no hearing 
has been requested of or ordered by the Commission. 
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Upon the basis of the facts in the record, the Commission 
inds that the applicable standards of the Act and the rules 
reunder are satisfied and that no adverse findings are 
necessary; and that it is appropriate in the public interest 

and in the interest of investors and consumers that said 
application-declaration, as amended, be granted and per- 
mitted to become effective: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and permitted 
to become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under the 

Act. 


ITIS FURTHER ORDERED that jurisdiction be, and the 
same hereby is, reserved with respect to the terms and 
conditions of the Class A Preferred Stock, including the 
dividend rate, the price to Georgia, and the underwriters’ 
compensation. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19208/October 10, 1975 


‘n the Matter of 


EASTERN UTILITIES ASSOCIATES 
Boston, Massachusetts 02107 


BLACKSTONE VALLEY ELECTRIC COMPANY 
Lincoln, Rhode Island 02865 


BROCKTON EDISON COMPANY 
Brockton, Massachusetts 02403 


FALL RIVER ELECTRIC LIGHT COMPANY 
Fall River, Massachusetts 02722 


MONTAUP ELECTRIC COMPANY 
Fall River, Massachusetts 02722 


(70-5388) 


ORDER AUTHORIZING PROPOSED EXTENSION OF 
BANK BORROWING BY SUBSIDIARY COMPANY 


Eastern Utilities Associates (““EUA”’), a registered holding 
company, and its electric utility subsidiary companies, 
Blackstone Valley Electric Company (‘“Blackstone”’), 
Brockton Edison Company (“Brockton”), Fall River Elec- 
tric Light Company (‘Fall River’) and Montaup Electric 
Company (“Montaup”), have filed post-effective amend- 
ments to their application-declaration, as previously filed 
sand amended in this proceeding, with this Commission 
=irsuant to Sections 6(a), 7, 9(a), 10, 12(b), 12(c) and 

~ 1 2(f) of the Public Utility Holding Company Act of 1935 
(“Act”) and Rules 43(a) and 45(a) promulgated thereunder 


regarding thé following proposed transaction. 


EUA has proposed a series of transactions designed to 
effect the transfer of Blackstone’s proportionate owner- 
ship in the securities of Montaup, the EUA system gen- 
erating company, to Brockton, with the result that Brock- 
ton will thereafter own 81% of Montaup. Fall River, EUA’s 
other electric utility subsidiary, will continue to own 19% 
of Montaup’s securities under the proposed arrangement. 


As a part of this proposed program, Balck;tone has been 
authorized in this proceeding to borrow $15,000,000 from 
First National City Bank *““FNCB”), said loan being secur- 
ed by a lien on Blackstone’s Montaup securities (HCAR 
No. 18606, October 16, 1974). Terms of this loan include 
provisions that it may be assumed by Brockton. Black- 
stone used the proceeds of the loan to reduce open ac- 
count advances from EUA. 


It is now stated that in order to give additional time for the 
proposed transfer of Blackstone’s Montaup securities to 
Brockton subject to the FNCB loan, it is proposed that the 
loan from FNCB to Blackstone be extended for a one year 
period from October 16, 1975 to October 15, 1976. It is 
further stated that the ultimate transfer of the Montaup 
securities to Brockton subject to the FNCB loan is still con- 
templated. The FNCB loan to Blackstone, as so extended, 
will bear interest at 115% of the base rate in effect at 
FNCB. EUA will maintain a $100,000 balance in an account 
with FNCB while that loan to Blackstone is outstanding. 


The Public Utilities Commission of the State of Rhode Is- 
land has authorized the proposed extension of the FNCB 
loan and no other state commission and no federal com- 
mission, other than this Commission, has jurisdiction over 
the proposed transaction. The record is incomplete with 
respect to fees and expenses to be incurred in connection 
with the proposed transaction. 


Due notice of the filing of said post-effective amendment 
to the application-declaration has been given in the manner 
prescribed in Rule 23 promulgated under the Act (HCAR 
No. 19132), and no hearing has been requested of or order- 
ed by the Commission. Upon the basis of the facts in the 
record, it is hereby found that the applicable standards of 
the Act and rules thereunder are satisfied and that no ad- 
verse findings are necessary; and that it is appropriate in 
the public interest and in the interest of investors and con- 
sumers that said application-declaration, as further amend- 
ed by said post-effective amendment, be granted and per- 
mitted to become effective: 


IT !S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as further amended by said post-effective amendments, 
be, and it hereby is, granted and permitted to become effec- 
tive forthwith, with respect to the proposed extension of 
the loan from FNCB to Blackstone, subject to the terms 
and conditions prescribed in Rule 24 promulgated under 
the Act and subject further to the reservation of jurisdic- 
tion heretofore ordered in this proceeding over fees and 
expenses to be incurred in connection with the proposed 
transactions in file 70-5388. 


For the Commission, by the Division of Corporate Regula- 
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tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19209/October 14, 1975 


In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
20 Montchanin Road 
Wilmington, Delaware 19807 


(70-5747) 


NOTICE OF PROPOSED ISSUE AND SALE OF 
DEBENTURES AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that The Columbia Gas Sys- 
tem, Inc. (“Columbia”), a registered holding company, has 
filed a declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (‘“Act’’), de- 
signating Sections 6(a) and 7 of the Act and Rule 50 pro- 
mulgated thereunder as applicable to the following pro- 
posed transaction. All interested persons are referred to 

the declaration, which is summarized below, for a complete 
statement of the proposed transaction. 


Columbia proposes to issue and sell, subject to the compe- 
titive bidding requirements of Rule 50 under the Act, up 
to $75,000,000 principal amount of % debentures due 
November 1995. The interest rate of the debentures (which 
shall be a multiple of 1/8 of 1%) and the price, exclusive 
of accured interest, to be paid to Columbia (which shall be 
not less than 98%% nor more than 101%% of the principal 
amount thereof), will be determined by the competitive 
bidding. The debentures will be issued under an Indenture 
between Columbia and Morgan Guaranty Trust Company 
of New York, Trustee, dated as of June 1, 1961, as here- 
tofore supplemented by various indentures and as to be 
further supplemented by a Twenty-Fourth Supplemental 
Indenture to be dated as of November 1, 1975. 


The supplemental indenture will prohibit redemption of 
any of the debentures prior to November 1, 1980, directly 
or indirectly, with borrowed funds, or in anticipation of 
funds to be borrowed, having an effective annual interest 
cost to Columbia of less than the effective annual interest 
cost of the debentures to Columbia. The proposed deben- 
tures will be subject to a sinking fund providing for retire- 
ment of $70,500,000 (94%) thereof prior to maturity 
through annual payments of $4,700,000 commencing in 
1980. Columbia will also have the non-cumulative option 
to redeem on any sinking fund day, at the then current 
sinking fund redemption price, not more than $4,700,000 
principal amount of this debentures. 


The net proceeds from the sale of the debentures will be 
added to the general funds of Columbia and, together with 
other funds then available and funds thereafter to be gen- 
erated from operations, will be used by Columbia to finance, 
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among other things, the remainder of its 1975 capital ex- 
penditures program of Columbia’s subsidiary companies, 
which involves expenditures of approximately $350,000,- 
000. The capital expenditures program involves additions 
and improvements to the properties of the Columbia sys- 
tem necessary to explore for, produce, receive, transport, 
store, and distribute the quantities of gas required by the 
system’s customers. Columbia estimates that additional 
long-term financing of up to $90,000,000 may be required 
in 1876 to complete this program. Such additional finan- 
cing to the extent necessary, will be the subject of future 
filings with this Commission. 


It is stated that no State commission and no Federal com- 
mission, other than this Commission, has jurisdiction over 


the proposed transaction. A statement of the fees, commis- 


sions, and expenses related to the proposed transaction is 
to be filed by amendment. 


NOTICE IS FURTHER GIVEN that any interested per- 
son may, not later than November 7, 1975, request in 
writing that a hearing be held on such matter, stating the 
nature of his interest, the reasons for such request, and the 
issue of fact or law raised by said declaration which he de- 
sires to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. Any 
such request should be addressed: Secretary, Securities 
and Exchange Commission, Washington, D. C. 20549. A 
copy of such request should be served personally or by 
mail (air mail if the person being served is located more 
than 500 miles from the point of mailing) upon the de- 
clarant at the above-stated address, and proof of service 
(by affidavit or, in case of an attorney at law, by certifi- 
cate) should be filed with the request. At any time after 
said date, the declaration, as filed or as it may be amend- 
ed, may be permitted to become effective as provided in 
Rule 23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant exemp- 
tion from its rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem appro- 
priate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive any notices and 
orders issued in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19210/October 14, 1975 


In the Matter of 


THE SOUTHERN COMPANY 
SOUTHERN SERVICES, INC. 
Perimeter Center East 

Atlanta, Georgia 30346 


(70-5644) 
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NOTICE OF PROPOSAL BY SERVICE COMPANY TO 


WV ASSUE AND SELL SECURED NOTES AND OF PRO- 


}YOSED GUARANTY BY HOLDING COMPANY OF 
OBLIGATION THEREUNDER 


NOTICE IS HEREBY GIVEN that The Southern Company 
(“Southern’’), a registered holding company, and Southern 
Services, Inc. (““SSI’’), a wholly-owned nonutility subsidi- 
ary, have filed an application-declaration and amendments 
thereto with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 (“Act”’), designating Sec- 
tions 6(a), 7, and 12(b) of the Act and Rules 45 and 50(a) 
(5) promulgated thereunder as applicable to the following 
proposed transactions. All interested persons are referred 

to said application-declaration, which is summarized below, 
for a complete statement of the proposed transactions. A 
notice was previously issued in this proceeding (HCAR No. 
18867 (March 14, 1975)); however, a new notice is being 
issued due to the time which has elapsed and substantial 
changes in certain terms and conditions of the proposed 
transactions. 


In order to prepay certain outstanding unsecured term 
notes, SSI proposes to issue and sell a note (““Note’’) 
secured by a first lien on certain computer equipment. 

The Note is proposed to be in the aggregate principal 
amount of $9,300,000, maturing not later than December 
31, 1981, payable in ten consecutive semi-annual install- 
ment payments, amortization to be on a constant payment 
basis. The Note will bear interest on the unpaid principal 
balance at a rate of 3-3/4% per annum in excess of the 


‘ overning Rate (as defined in the Loan and Security 


(greement) from time to time in effect. The Governing 
Rate shall be the highest of (i) the base rate of First Na- 
tional City Bank, New York, New York, on 90-day loans 
to responsible and substantial commercial borrowers then 
in effect, (ii) the lowest per annum corporate lending rate 
publicly quoted by The Chase Manhattan Bank, N.A., New 
York, New York, for 90-day loans to responsible and sub- 
stantial commercial borrowers then in effect, and (iii) the 
annual simple interest rate equivalent of the higher of the 
directly-placed commercial paper offering rates for any 
maturities of between 30 and 89 days. Not later than three 
years from the date of issue, SS! may prepay all or a por- 
tion of the Note at its option without penalty or premium. 
Itis also proposed that Southern, as further inducement 
for the proposed loan to SSI, will unconditionally guar- 
antee the payment of principal and interest on the Note 
when due. 


The indebtedness which SSI proposes to prepay with the 
proceeds of the Note was incurred to finance acquisition of 
the computer equipment pursuant to the Commission’s 
prior authorization in File No. 70-5061. The principal 
amount of such indebtedness estimated to be outstanding 
at November 1, 1975, is $9,114,288, and the interest rate 
is 125% of the prime rate. (With a prime rate of 8%, the 
interest rate would be 10%.) Upon prepayment of such out- 
standing indebtedness, the lender, Chemical Bank, New 
York, New York, has agreed to make $11,000,000 principal 
amount of short-term credit available to Southern and its 
_-)perating subsidiaries under arrangements described in File 
=o. 70-5471 and File No. 70-5463. While the interest cost 
~ Jf the Note may be greater than the interest cost of the in- 
debtedness to be repaid, it is the opinion of Southern’s 





management that this factor is outweighed by the current 
need of its operating subsidiaries for additional short-term 
credit and that it is in the interest of Southern’s investors 
and of the investors and consumers of its operating sub- 
sidiaries for SSI to issue and sell the Note as proposed and 
prepay such outstanding indebtedness. 


SSI has employed Morgan Stanley & Co. to place the 

Note for a commission, payable upon the closing, of not 

in excess of 1% of the principal amount of the Note. SSI 

has requested that the issuance and sale of the Note be 
exempted from the competitive bidding requirements of 
Rule 50 pursuant to paragraph (a)(5) thereof for the reasons 
that the requirements of Rule 50 are impracticable with 
respect to the proposed transactions and are unnecessary 

for the protection of investors or consumers to assure the 
maintenance of competitive conditions. 


It is stated that, other than the commission of Morgan 
Stanley & Co., there are no fees, commissions, or expenses 
to be incurred in connection with the proposed transac- 
tions. It is further stated that no State commission and 

no Federal commission, other than this Commission, has 
jurisdiction over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 7, 1975, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by the filing which he desires to contro- 
vert; or he may request that he be notified if the Commis- 
sion should order a hearing thereon. Any such request 
should be served personally or by mail upon the applicants- 
declarants at the above-stated address, and proof of ser- 
vice (by affidavit or, in case of an attorney at law, by cer- 
tificate) should be filed with the request. At any time after 
said date, the application-declaration, as amended or as it 
may be further amended, may be granted and permitted to 
become effective as provided in Rule 23 of the General 
Rules and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as pro- 
vided in Rules 20(a) and 100 thereof or take such other ac- 
tion as it may deem appropriate. Persons who request a 
hearing or advice as to whether a hearing is ordered will 
receive notice of further developments in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponements thereof. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary. 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19211/October 15, 1975 


In the Matter of 
LOUISIANA POWER & LIGHT COMPANY 


New Orleans, Louisiana 
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ORDER AUTHORIZING AMENDMENT OF ARTICLES 
OF INCORPORATION AND SOLICIT PROXIES IN 
CONNECTION THEREWITH 


Louisiana Power & Light Company (“Louisiana’’), an elec- 
tric utility subsidiary of Middle South Utilities, Inc., a 
registered holding company, has filed a declaration with 
this Commission pursuant to Sections 6(a), 7 and 12 of the 
Public Utility Holding Company Act of 1935 (“‘Act’’), and 
Rule 62 promulgated thereunder as applicable to the pro- 
posed transaction. 


Louisiana’s Articles of Incorporation presently empower 
the Board of Directors to establish various series of pre- 
ferred stock, and to fix and determine the relative rights 
and preferences, as to which there may be variations be- 
tween different series, but the Articles do not presently 
allow Louisiana to issue shares of new series of its preferred 
stock with the benefit of a sinking fund. Louisiana proposes 
to authorize, by amendment to the Articles of Incorpora- 
tion, the issuance of new series of its preferred stock with 
the benefit of a sinking fund and to empower the Board of 
directors to fix and determine the sinking fund provisions, 
if any, for the redemption or purchase of shares of any 
series. 


In furtherance of this proposal Louisiana proposes to solicit 
proxies from the holders of its outstanding stock in connec- 
tion with the special meeting of shareholders to be called 
to take action upon the proposal. 


It is stated that no State commission or Federal commis- 
sion, other than this Commission, has jurisdiction over the 
proposed transaction. 


Due notice of the filing of said declaration has been given 
in the manner prescribed in Rule 23 promulgated under the 
Act (HCAR No. 19179), and no hearing has been requested 
of or ordered by the Commission. Upon the basis of the 
facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is ap- 
propriate in the public interest and in the interest of invest- 
ors and consumers that said declaration be permitted to be- 
come effective: 


IT iS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration be, and 
it hereby is, permitted to become effective forthwith, sub- 
ject to the terms and conditions prescribed in Rule 24 pro- 
mulgated under the Act. 


For the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 19212/October 15, 1975 


In the Matter of 
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INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 46801 


(70-5730) 


ORDER AUTHORIZING PROPOSED ACQUISITION 
OF COAL CARS BY LEASE 


Indiana & Michigan Electric Company (““l&M’’), an elec- 
tric utility subsidiary company of American Electric Power 
Company, Inc. (“AEP”), a registered holding company, 
has filed with this Commission an application-declaration, 
and amendments thereto, pursuant to applicable provi- 
sions of the Public Utility Holding Company Act of 1935 
(“Act’’) regarding the acquisition by lease of coal cars. 


1&M states that it has entered into an agreement with 
Bethlehem Steel Corporation (“Bethlehem”) for the 
manufacture of 600 triple hopper cars (“‘cars’’) and the 
delivery of same to 1&M for a purchase price of approxi- } 
mately $30,000 per car, aggregating approximately | 
$18,000,000. 1&M has also entered into negotiations 

with The Connecticut Bank and Trust Company (“‘less- | 





or’) pursuant to which it is proposed that the lessor 
purchase the cars (releasing !&M’s obligation to Bethle- 
hem to that extent) and that the lessor then lease such 
cars to 1&M. The lessor will be acting as trustee for four 
beneficiaries (‘beneficiaries’) and 1&M proposes to enter 
into four separate leases with the lessor in respect of each 
beneficiary’s interest in the cars. 


Each of the leases is a net lease pursuant to which 1&M 
shall pay the lessor all rents and other amounts payable ‘| 
thereunder unless such obligation to pay is extinguished 
or terminated pursuant to the respective lease terms. 1&M 
will pay the lessor under each of the leases an initial in- 
terim installment of rent on March 15, 1976, computed on 
a daily rate equal to .02916% of the purchase price of each 
car, using 30-day months, and thereafter pay in 30 semi- 
annual rental payments an amount equal to 5.2920% of 
such purchase price (approximately $1,587.60 per car per 
payment), commencing with a payment on September 15, 
1976. 


\ 
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Terms of each lease also provide, among other things, that 
1&M may sublease the cars and that 1&M has an option to 
purchase the cars from the lessor at a fair market sales 
value at the end of the lease term (including extensions 
thereof). It is also provided in the leases that in the event 
the beneficiaries are not allowed certain federal tax treat- 
ment of the proposed transactions, the rentals to be paid 
by [&M will be adjusted upward to assure that the bene- 
ficiaries’ net return on the transaction would be the same 
as if the tax treatment had been alowed. 





It is stated that AEP System representatives had discussions 
with four railroad systems during 1973 regarding the avail- 

ability of hopper cars. The reaction from these companies 

ranged from a statement that one railroad was facing a 
shortage of hopper cars to a no commitment position by | 
other railroads. In light of the refusal or reluctance of 
these railroads to make firm commitments to supply coal " 
hopper cars and the need to have fuel transportation avail- ij 

able, it is stated that a decision was reached in 1973 to ob-Y): 
tain the hopper cars in the manner proposed in this trans) * 
action. 
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1&M states that until such time as it needs the use of the 
rs, it intends to sub-lease the cars to other parties. It is 
ited that no sub-lease transaction has been consummated, 


iy although negotiations therefor are under way. |&M further 


states that the revenues from any such subleases will be re- 
corded as credits to FPC Account 151, Fuel Stock, which to 
that extent offset the lease payments charged to this ac- 
count. 


Due notice of the filing of said application-declaration has 
been given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19160), and no hearing has been 
requested of or ordered by the Commission. Upon the basis 
of facts in the record, it is hereby found that the applicable 
standards of the Act and the rules thereunder are satisfied 
and that no adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of in- 
vestors and consumers that said application-declaration, as 
amended, be granted and permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said application-declara- 
tion, as amended, be, and it hereby is, granted and per- 
mitted to become effective forthwith, subject to the 

terms and conditions prescribed in Rule 24 promulgated 
under the Act. 


IT IS FURTHER ORDERED that no rail transportation 
services utilizing the subject cars shall be provided by 1&M 
for any associated company in the AEP System except pur- 
suant to further order of this Commission. 


‘or the Commission, by the Division of Corporate Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8979/October 9, 1975 


In the Matter of 

INVESTORS SYNDICATE OF AMERICA, INC. 

and 

INVESTORS DIVERSIFIED SERVICES, INC. 

IDS Center 

Minneapolis, Minnesota 55402 

(812-3827) 

ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
=XEMPTING A PROPOSED TRANSACTION FROM 
lection 17(a) OF THE ACT 


Investors Syndicate of America, Inc. (“ISA”), a face-amount 


certificate company registered under the Investment Com- 
pany Act of 1940 (the “‘Act’’) whose common stock is 
wholly-owned by Investors Diversified Services, Inc. 
(“IDS”), and IDS, the investment adviser and principal 
underwriter of ISA, filed an application on July 1, 1975 
and an amendment thereto on September 8, 1975, pursu- 
ant to Section 17(b) of the Act, for an order of the Com- 
mission exempting from the provisions of Section 17(a) of 
the Act the proposed sale by IDS to ISA of a $12 million 
note of the Equitable Life Holding Corporation guaranteed 
by The Equitable Life Assurance Society of the United 
States. 


On September 10, 1975, a notice (Investment Company 
Act Release No. 8929) was issued of the filing of said appli- 
cation. The notice gave interested persons an opportunity 
to request a hearing and stated that an order disposing of 
the application might be issued on the basis of the informa- 
tion stated therein unless a hearing should be ordered. No 
request for a hearing has been filed and the Commission 
has not ordered a hearing. 


The matter has been considered and it is found that the 
terms of the proposed transaction are reasonable and fair 
and do not involve overreaching on the part of any person 
concerned and that the proposed transaction is consistent 
with the policy of ISA and the general purposes of the Act. 
Accordingly, 


IT iS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed transaction between ISA and IDS be, 
and hereby is, exempted from the provisions of Section 
17(a) of the Act, effective forthwith. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8980/October 10, 1975 


See Securities Exchange Act of 1934 Release No. 11725/ 
October 10, 1975 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8981/October 10, 1975 


In the Matter of 

THE. NORTHWESTERN MUTUAL LIFE INSURANCE 
COMPANY 

NML VARIABLE ANNUITY ACCOUNT B 


and 


NML VARIABLE ANNUITY ACCOUNT 2 
720 East Wisconsin Avenue 


SEC DOCKET/173 








Milwaukee, Wisconsin 53202 
(812-3844) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
11 OF THE ACT FOR APPROVAL OF OFFERS OF 
EXCHANGE 


NOTICE IS HEREBY GIVEN that the Northwestern Mu- 
tual Life Insurance Company (“Northwestern Mutual”’), a 
mutual life insurance company organized in 1857 by a 
special statute of the legislature of the State of Wisconsin, 
NML Variable Annuity Account B (“Account B”) and 
NML Variable Annuity Account 2 (“Account 2”), unit 
investment trusts registered under the Investment Company 
Act of 1940 (““Act”’), (hereinafter collectively called “*Ap- 
plicants”’) have filed an application on July 29, 1975 and 
ah amendment thereto on September 8, 1975 for an order 
approving certain offers of exchange. All interested persons 
are referred to the application on file with the Commission 
for a statement of the representations therein which are 
summarized below. 


Account B and Account 2 were established by Northwest- 
ern Mutual in connection with the sale of certain variable 
annuity contracts (the ““Contracts’’). Net purchase pay- 
ments under the Contracts are allocated to the appropriate 
Account and invested in shares of NML Fund, Inc. (the 
“Stock Fund”), a diversified open-end management com- 
pany registered under the Act which invests primarily in 
equity securities. Northwestern Mutual has organized a 
second investment company, NML Bond Fund, Inc. (the 
“Bond Fund”), which will invest primarily in debt securi- 
ties and provide an alternative investment medium for the 
Accounts. Registration statements under the Act and under 
the Securities Act of 1933 have recently been filed with the 
Commission on behalf of the Bond Fund. 


Applicants propose to create within each Account a Stock 
Division and a Bond Division, assets of which will be in- 
vested in shares of the Stock Fund and the Bond Fund, re- 
spectively. Applicants will then offer revised Contracts 
which will permit the purchasers of the Contracts to direct 
the apportionment of their net purchase payments between 
the Stock Division and the Bond Division (the “‘Divisions’’). 
In the case of Deferred Contracts, the owner will be entitled 
to transfer accumulated funds from one Division to the 
other on an ongoing basis. After annuity payments com- 
mence, under either a Deferred Contract or an Immediate 
Contract, a similar transfer privilege will be available. Dur- 
ing the accumulation phase, the minimum amount which 
may be transferred will be the lesser of $1,000 or the en- 
tire amount in the Division from which the transfer is being 
made 


In regard to a transfer during the annuity payment period, 
the amount to be transferred will be based on the present 
value of the remaining payments due, reflecting the attain- 
ed age of the annuitant and mortality and interest assump- 
tions. The present value must be equal to or greater than 
the minimum reserve required by state insurance laws. The 
Participant will receive his monthly payments thereafter 
based on the investment experience of the newly selected 
Division. Applicants assert that, aside from the slight re- 
duction in his monthly payments which will result from 
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the deduction of a $5 administrative fee from the amount 
transferred and the fact that such payments will be sub- 
ject to the investment experience of the newly selected 





Division, the transfer will have no impact on the value of | 


the participant's payments. They further assert that such 
transfer will have no impact on other contract owners and 
payees in either Division. 


The right to transfer will be subject to limitations describ- 
ed in the Contracts, including the limitation that repeat 


transfers will be permitted only if at least twelve months 


have elapsed since the last transfer and the $5 administra- 
tive charge for each transfer mentioned above. The trans- 

fer privileges are to be included in the revised Contracts, 
which will also be extended to owners and payees under 
existing Contracts which are outstanding on the date the | 
revised Contracts are first offered for sale. 


Section 11(a) makes it unlawful for any registered open- 
end company or principal underwriter therefor to make an 
offer to the holder of a security of such company or of 
any other open-erd investment company to exchange its 
security for a security in the same or another such com- 
pany on any basis other than the relative net asset values 
of the respective securities to be exchanged unless the 
terms of the offer have first been submitted to and ap- } 
proved by the Commission. Section 11(c) of the Act pro- | 
vides that, irrespective of the basis of exchange, the provi | 
sions of subsection (a) shall be applicable to any type of 
offer of exchange of the securities of a registered unit in- 
vestment trust for the securities of any other investment | 
company. 


Although Applicants consider that transfers pursuant to —{ 
these transfer privileges would not appear to involve any 
exchange of a security of a registered unit trust for the 
security of any other investment company, Applicants are 
requesting an order pursuant to Section 11 approving the 
transfer privilege to avoid any question that might be raised. | 
Applicants assert that the transfer privileges discussed in 

the application and summarized herein are consistent with 
the policy of Sections 11(a) and (c) and would benefit 
contract owners. 


Applicants state that the apparent purpose of Section 11 
is to protect investors against unfair exchange offers and, 
since the transfer privilege to be included in the revised 
Contracts will be based on the respective net asset values 
of the underlying mutual fund shres, and the $5 charge on | 
each transaction will not exceed the actual administrative | 
expenses incurred by Northwestern Mutual, the investor 

is assured that the arrangement is fair. Applicants note that 
Northwestern Mutual stands to gain‘nothing from these 
transactions, except that the attractiveness of the Contracts 
for its customers and prospective customers wil! be en- 
hanced by the transfer privileges. 


Applicants submit that a variable annuity contract is nor- 
mally purchased as a long-term investment and it is appro- 
priate to allow investors to reevaluate their investment ob | 
jectives from time to time and change from one investment 
vehicle to another without paying additional charges for 4 
sales expenses when they conclude that the alternative in- i : 
vestment is more suitable in their present circumstances. Y) 
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NOTICE IS FURTHER GIVEN that any interested person 
y, not later than November 5, 1975, at 5:30 p.m., sub- 


! iit to the Commission in writing a request for a hearing on 


the matter accompanied by a statement as to the nature of 
his interest, the reason for such request and the issues of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicants at the address stated above. Proof of ser- 
vice (by affidavit or in case of an attorney at law by certi- 
ficate) shall be filed contemporaneously with the request. 
As provided by Rule 0-5 of the Rules and Regulations pro- 
mulgated under the Act, an order disposing of the applica- 
tion will be issued as of course following such date unless 
the Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who re- 
quest a hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this matter, in- 
cluding the date of the hearing (if ordered) and any post- 
ponement thereof. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8982/October 14, 1975 


In the Matter of 


MASSACHUSETTS MUTUAL LIFE INSURANCE 
COMPANY 


and 


MASSMUTUAL INCOME INVESTORS, INC. 
1295 State Street 
Springfield, Massachusetts 01111 


(812-3847) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER 


Massachusetts Mutual Life Insurance Company (the “‘In- 
surance Company”’), a mutual life insurance company or- 
ganized under the laws of the Commonwealth of Massa- 
chusetts, and MassMutual Income Investors, Inc. (the 
“Fund”), a diversified, closed-end management investment 
company registered under the Investment Company Act of 
1940 (‘Act’), (hereinafter collectively referred to as ““Ap- 
plicants”’) filed an application on August 7, 1975 pursuant 
to Section 17(d) of the Act and Rule 17d-1 thereunder for 
order of the Commission permitting Applicants to par- 
xcipate jointly in a direct placement purchase of new issues 
of 10-5/8% Notes for terms of 18 years and 23 years (in the 
aggregate referred to as the “Notes” with the 18-year notes 


referred to as the “1993 Notes” and the 23-year notes re- 
ferred to as the ““1998 Notes”) of Sohio/BP Trans Alaska 
Pipeline Finance Inc. (““Finance’’), or, in the event the In- 
surance Company purchases the Notes before the issuance 
of such order, for an order pursuant to Section 17(b) of the 
Act exempting from the provisions of Section 17(a) of the 
Act the sale by the Insurance Company of $3,000,000 
principal amount of the Notes to the Fund. The Commis- 
sion has since been advised by counsel for the Applicants 
that Applicants’ proposed joint purchase of the Notes will 
not take place until November 1975. 


On September 15, 1975, a notice was issued (Investment 
Company Act Release No. 8394) of the filing of the appli- 
cation. The notice gave interested persons an opportunity 
to request a hearing and stated that an order disposing of 
the application might be issued on the basis of the informa- 
tion stated in the application unless a hearing should be 
ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. The matter having 
been considered, it is found that the participation by the 
Fund in the proposed transaction is consistent with the 
provisions, policies, and purposes of the Act and is not 

on a basis less advantageous than that of other participants. 
Accordingly, 


IT iS ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that the division, between the 
Insurance Company and the Fund of the Notes in the 
amount of $37,000,000 to the Insurance Company and in 
the amount of $3,000,000 to the Fund be, and is hereby, 
permitted, effective forthwith. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8983/October 14, 1975 


In the Matter of 


DANA ASSOCIATES 
52 Marginal Way 
Portland, Maine 04104 


(811-963) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 8(f) OF THE ACT FOR AN ORDER DECLAR- 
ING THAT COMPANY HAS CEASED TO BE AN IN- 
VESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Dana Associates (‘“Appli- 
cant’), a Maine corporation, registered under the Invest- 
ment Company Act of 1940 (“Act’’) as a closed-end, diversi- 
fied management investment company, filed an application 
on August 5, 1975, and an amendment thereto on Septem- 
ber 9, 1975, pursuant to Section 8(f) of the Act for an order 
of the Commission declaring that Applicant has ceased to 
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be an investment company as defined in the Act. All inter- 
ested persons are referred to the application on file with 
the Commission for a statement of the representations con- 
tained therein, which are summarized below. 


Applicant states that on June 11, 1975, pursuant to a Plan 
and Agreement of Reorganization (““Agreement”’), it 
transferred to Chemical Fund, Inc. (““Chemical”’), substan- 
tially all of its portfolio securities and cash or cash equiva- 
lents in return for shares of Chemical. 


Applicant further states that the Securities and Exchange 
Commission issued an order on May 21, 1975, pursuant to 
Section 17(b) of the Act exempting Applicant and Chemi- 
cal from the provisions of Section 17(a) of the Act with 
respect to the transactions contemplated by and carried 
cut under the Agreement (Investment Company Act Re- 
lease No. 8795). Applicant represents that the Agreement 
was approved by the holders of two-thirds of its shares at 
a Special Meeting held on June 10, 1975. 


Applicant further represents that all of its shares of Chem- 
ical, received pursuant to the Agreement, have been dis- 
tributed to its former shareholders who have surrendered 
their shares of Applicant. Applicant also states that its only 
present assets consist of approximately $4,000 in cash and 
the rights to tax refunds of approximately $36,000 from 
the Internal Revenue Service and the State of Maine ex- 
pected to be received in the fall of 1975. Applicant repre- 
sents that following receipt of such refunds and the pay- 
ment of outstanding liabilities relating to accounting and 
legal matters, the reamining cash will be distributed pro 
rata to its former shareholders and Applicant, which has 
filed a Statement of Intent to dissolve with the State of 
Maine, will be dissolved. 


Section 8(f) provides, in pertinent part, that when the Com- 
mission, upon application, finds that a registered invest- 
ment company has ceased to be an investment company, 

it shall so declare by order, and upon the taking effect of 
such order the registration of such company shall cease to 
be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 10, 1975 at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicant at the address stated above. Proof 


of such service (by affidavit, or in case of an attorney at law, 


by certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and Regula- 
tions promulgated under the Act, an order disposing of the 
application will be issued as of course following said date 
unless the Commission thereafter orders a hearing upon re- 
quest or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in this 
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matter, including the date of the hearing (if ordered) and A 
any postponements thereof. . 
y) 

For the Commission, by the Division of Investment Man- | se 
agement Regulation, pursuant to delegated authority. | fo 
$ 

George A. Fitzsimmons St 

Secretary ol 

as 
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Release No. 8984/October 14, 1975 E; 
In the Matter of rs 
AMCAP FUND, INC. } . 
AMERICAN MUTUAL FUND, INC. | +# 
THE BOND FUND OF AMERICA, INC. - 
THE GROWTH FUND OF AMERICA, INC. S 
THE INCOME FUND OF AMERICA, INC. ct 
THE INVESTMENT COMPANY OF AMERICA “ 
NEW PERSPECTIVE FUND, INC. d 
WASHINGTON MUTUAL INVESTORS FUND, INC. pa 
AMERICAN FUND OF GOVERNMENT SECURITIES, | a 

INC. . 
and : 
AMERICAN FUNDS DISTRIBUTORS, INC. Y 
611 West Sixth Street ©. ath 
Los Angeles, California 90017 i | % 
(812-3855) _ 
NOTICE OF APPLICATION FOR AN ORDER PURSU- Ps 


ANT TO SECTION 11(a) OF THE ACTTOPERMITAN = 
OFFER OF EXCHANGE AND PURSUANT TO SECTION 
6(c) FOR EXEMPTION FROM THE PROVISIONS OF 

SECTION 22(d) OF THE ACT AND RULE 22d-1 THERE | j, 
UNDER F 


> > 


NOTICE !S HEREBY GIVEN that AMCAP Fund, Inc., 
American Mutual Fund, Inc., The Bond Fund of America, he 
Inc., The Growth Fund of America, Inc., The Income Fund 
of America, Inc., The Investment Company of America, 
New Perspective Fund, Inc., and Washington Mutual In- 
vestors Fund, Inc. (herein collectively referred to as the 
“Funds” and each individually as a “Fund’’), and American b 
Fund of Government Securities, Inc. (““AFGS”), each of 





which is registered as an open-end investment company \ 
under the Investment Company Act of 1940 (the “‘Act”) ct 
and American Funds Distributors, Inc. (“AFD”) (collec- cl 
tively referred to with the Funds and AFGS as the “Appli- |g, 
cants”’) have filed an application for an order (1) pursuant of 
to Section 11(a) of the Act to permit the Funds to offerto | 4 
exchange their shares for shares of AFGS ona basis other | 4, 
than their relative net asset value per share at the time of ne 
the exchange and (2) pursuant to Section 6(c) of the Act ct 
granting exemptions from Section 22(d) of the Act and tgs 


Rule 22d-1 thereunder in connection with such exchanges. 

All interested persons are referred to the application on (¢¥ AY 
file with the Commission for a statement of the representa)“, 
tions contained therein, which are summarized below. ss 











can 








AFD, as principal underwriter for each of the Funds and 
BFcs, maintains a continuous public offering of the shares 
, if each of the Funds and AFGS at their respective net as- 
set values, plus a sales charge. The maximum sales charge 
for each of the Funds is 8.5% on purchases of less than 
$15,000; the sales charge is reduced on larger purchases. 
Shares of each of the Funds may be exchanged for shares 
of any of the other Funds on the basis of the relative net 
asset value per share at the time of the exchange without a 
sales or other charge. The maximum sales charge for AFGS 
is 1.75% on purchases of less than $15,000; the sales charge 
is reduced on larger purchases. 


Each of the Funds proposes to offer its shares to sharehold- 
ers of AFGS in exchange for shares of AFGS on the follow- 
ing bases: (1) Shares of AFGS which were acquired 

through a share exchange or acquired as a result of the rein- 
vestment of dividends or distributions will be exchanged 

for shares of any of the Funds on the basis of their relative 
net asset value per share at the time of the exchange; (2) 
Shares of AFGS acquired other than through a share ex- 
change or reinvestment of dividends or distributions will 

be exchanged for shares of any of the Funds on the basis 

of their relative net asset value per share at the time of the 
exchange, plus the sales charge described in the prospectus 
of each of the Funds (maximum 8.5%), less an amount 
equal to the sales charge previously paid on the AFGS 
shares being exchanged. As a result, a shareholder acquiring 
shares of one of the Funds through exchange of shares of 
AFGS would pay approximately the same overall sales 
charge that he would have paid had he directly purchased 
ire same number of shares of one of the Funds. 


With shareholders of the Funds having the right to exchange 
their shares for shares of AFGS without payment of any 
sales charges, a shareholder who acquired his shares of a 
Fund by way of an exchange of shares of AFGS would be 
able to re-exchange the shares of the Fund for shares of 
AFGS at net asset value since such shareholder would have 
paid a normal sales charge on the shares of the Fund when 
he had previously exchanged AFGS shares for shares of the 
Fund. No further sales charges would be assessed on any 
future exchange of the shares so acquired. No refund of 
sales charges will be made on any of the exchanges permitted 
hereunder. 


In the event a shareholder desires to exchange only a por- 
ticn of his shares of AFGS, those shares which may be ex- 
changed at relative net asset value without sales charge will 
be exchanged first. The remaining shares to be exchanged 
will be selected from those shares which are entitled to be 
exchanged upon payment of the lowest additional sales 
charge. For example, if a shareholder who desired to ex- 
change 1,000 shares of AFGS owned 2,000 shares of AFGS 
on which he had paid a sales charge of 1.75% and 250 shares 
of AFGS which had been acquired upon the reinvestment 
of dividends, the shares to be exchanged and the sales charge 
due would be as follows: 250 shares would be exchanged at 
net asset value and the remaining 750 shares would be ex- 
changed upon the payment of sales charge of 8.5% less the 
sales charge paid on the 750 shares at the time they were 
acquired. If, because of rights of accumulation at the time 

f the exchange, the shareholder would be entitled to di- 
“ectly purchase shares of the Fund to be acquired at a lower 
sales charge, he will be assessed the lower sales charge less the 





sales charge previously paid. 


Section 11(a) of the Act provides, in part, that it shall be 
unlawful for any registered open-end investment company 
or any principal underwriter for such company to make or 
cause to be made an offer to the holder of a security of 
such company or of any other open-end investment com- 
pany to exchange said security for a security in the same 
or another such company on any basis other than the rela- 
tive net asset values of the respective securities to be ex- 
changed, unless the terms of the offer have first been sub- 
mitted to and approved by the Commission. 


Section 22(d) of the Act provides, in part, that no register- 
ed investment company or principal underwriter thereof 
shall sell any redeemable security issued by such company 
to any person except either to or through a principal under- 
writer for distribution or at a current public offering price 
describec in the prospectus. The sales charge described in 
the prospectus of each of the Funds and AFGS differs 
from and may be greater than the sales charge which would 
be applicable to the proposed exchange offer. 


Applicants state that the purpose of the proposed exchange 
offer is to permit a shareholder of AFGS who changes his 
investment objective to change his investment to a differeni 
investment company without paying the full sales charge 
otherwise applicable. It is submitted by Applicants that the 
exchange offer to shareholders of AFGS cannot be made 

at the relative net asset value of the Fund to be acquired 
because the shareholder of AFGS would have paid substan- 
tially less sales charges on his investmnet than similarly sit- 
uated investors in the Fund to be acquired. Applicants fur- 
ther submit that if shares of the Funds could be acquired 
by a shareholder of AFGS at net asset value in an exchange, 
it is possible that the exchange would be in violation of 
Section 22(d) of the Act since an investor would be able 

to purchase shares of one of the Funds at a sales charge 
other than that described in its prospectus merely by pur- 
chasing shares of AFGS and subsequently exchanging those 
shares at net asset value for shares of one of the Funds. 


Section 6(c) provides, in part, that the Commission, by 
order upon application, may conditionally or uncondition- 
ally exempt any person, security, or transaction or any 
class of persons, securities, or transactions from any provi- 
sion or provisions of the Act and the Rules promulgated 
thereunder, if and to the extent such exemption is neces- 
sary or appropriate in the public interest and consistent 
with the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN, that any interested person 
may, not later than November 10, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature 

of his request, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or he 
may request that he be notified if the Commission should 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D. C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the person 
being served is located more than 500 miles from the point 
of mailing) upon Applicants at the address stated above. 
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Proof of such service (by affidavit, or in the case of an 
attorney at law, by certificate) shall be filed contempor- 
aneously with the request. As provided by Rule 0-5 of 

the Rules and Regulations promulgated under the Act, an 
order disposing of the application will be issued as of 
course following November 10, 1975, unless the Commis- 
sion thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a hearing, 
or advice as to whether a hearing is ordered, will receive 
notice of further developments in this matter, including 
the date of the hearing (if ordered) and any postponements 
thereof. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8985/October 14, 1975 


In the Matter of 


FINANCIAL VENTURE FUND, INC. 
1050 South Broadway 
Denver, Colorado 80209 


(811-1695) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8(f) OF THE INVESTMENT COMPANY 
ACT OF 1940 FOR AN ORDER DECLARING THAT 
THE COMPANY HAS CEASED TO BE AN INVEST- 
MENT COMPANY 


NOTICE IS HEREBY GIVEN that on August 18, 1975, 
Financial Venture Fund, Inc. (“Applicant”), registered 

as an open-end diversified management investment com- 
pany under the Investment Company Act of 1940 (“Act’’) 
filed application pursuant to Section 8(f) of the Act for an 
order of the Commission declaring that it has ceased to be 
an investment company as defined in the Act. All interest- 
ed persons are referred to the application on file with the 
Commission for a statement of the representations con- 
tained therein, which is summarized below. 


Applicant was incorporated under the laws of Colorado on 
July 19, 1968, and registered under the Act on July 26, 
1968. On July 18, 1975, at an annual meeting of sharehold- 
ers, 69% of the outstanding voting securities of Applicant 
were voted in favor of an agreement and plan of reorgani- 
zation (Plan) dated March 31, 1975, which provided for the 
following: an exchange of substantially all of the assets of 
Applicant for shares of Financial Dynamics Fund, Inc. (Dy- 
namics), based upon the relative net asset values of Appli- 
cant and Dynamics at the valuation time as defined in the 
Plan; the distribution of the Dynamics shares to sharehold- 
ers of Applicant; and the liquidation and dissolution fo the 
Applicant. Since Applicant and Dynamics were parties to 
certain litigation identified in the Plan, it provided for the 
assignment to Dynamics of all claims asserted by Applicant 
in the law suits in which Applicant was a plaintiff and for 
the assumption by Dynamics of all liability in law suits in 
which Applicant was a defendant. 
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The Exchange was consummated on July 21, 1975, after 
conditions of the Plan had been satisfied, including approy 
al of the Plan by a vote of two-thirds of the outstanding 
shares of Applicant pursuant to the laws of Colorado. In 
accordance with the Plan, all Dynamics shares were dis- 
tributed to the shareholders of Applicant, and active oper- 
ations of Applicant have ceased. All liabilities of Appli- 
cant have been paid or provided for. 


Section 8(f) of the Act provides, that whenever the Com- 
mission, on its own motion or upon application, finds 
that a registered investment company has ceased to be an 
investment company, it shall so declare by order, and, upon 
the taking effect of such order, the registration of such 
company shall cease to be in effect. 





NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 4, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing 

on the matter accompanied by a statement as to the na- 
ture of his interest, the reason for such request, and the 
issues, if any, of fact or law proposed to be controverted, 
or he may request that he be notified if the Commission 
shall order a hearing thereon. Any such communication 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such 
request shall be served personally or by mail (air mail if 

the person being served is located more than 500 miles 
from the point of mailing) upon Applicant at the address 
stated above. Proof of such service (by affidavit or in case 
of an attorney at law, by certificate) shall be filed con- 
temporaneously with the request as provided by Rule 0-5 
of the Rules and Regulations promulgated under the Act. {f° 
An order disposing of the application herein will be issued ‘y 
as of course following November 4, 1975, unless the Com- 
mission thereafter orders a hearing upon request or upon 
the Commission’s own motion. Persons who request a 
hearing or advice as to whether a hearing is ordered will re- 
ceive notice of further developments in this matter, includ- 
ing the date of the hearing (if ordered) and any postpone- 
ments thereof. ; 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8986/October 14, 1975 





In the Matter of 


AID INVESTMENT FUND, INC. 
701 5th Avenue 
Des Moines, lowa 50304 


(811-1019) 






NOTICE OF FILING OF APPLICATION PURSUANT T 
SECTION 8(f) OF THE ACT FOR ORDER DECLARING 


i” 


{ 





' 


c 


THAT COMPANY HAS CEASED TO BE AN INVEST- 


a COMPANY 

NOTICE IS HEREBY GIVEN that AID Investment Fund, 
Inc. (“Applicant”), an open-end, diversified, management 
investment company registered under the Investment Com- 
pany Act of 1940 (the ““Act”’), filed an application on June 
23, 1975, and an amendment thereto on September 22, 
1975, pursuant to Section 8(f) of the Act for an order of 
> the Commission declaring that Applicant has ceased to be 
an investment company as defined in the Act. All interest- 
ed persons are referred to the application on file with the 
Commission for a statement of the representations con- 
tained therein, which are summarized below. 





Applicant, organized under the laws of Maryland in 1960, 
registered under the Act in January of 1961. At such time 
Applicant also filed a Registration Statement (“Registration 
Statement”) on Form S-5 under the Securities Act of 1933 
("1933 Act’’), offering for sale 700,000 shares of its capital 
stock. As of March 14, 1975, 78,902 of such shares had 
been sold. 


On March 26, 1975, shareholders of Applicant adopted a 
Plan of Liquidation and Dissolution. Pursuant thereto, 
Articles of Dissolution were filed on Applicant's behalf 
pursuant to the Maryland General Corporation Law, and 
on June 2, 1975, the State Department of Assessments and 
Taxation approved and filed same. Thus, under Maryland 
law, Applicant has been dissolved, subject to continuing its 
corporate existence for the purpose of winding up its busi- 
s and affairs. 





On March 17, 1975, Applicant filed a Post-Effective Amend- 


ment 1975-2 to the Registration Statement, for the purpose 
of deregistering the 621,098 unsold shares covered by such 


Registration Statement. On March 25, 1975, such post-effec- 


rl tive amendment was declared effective and said shares de- 
registered. 


Subsequent to the adoption of its Plan of Liquidation and 
Dissolution, and until its dissolution on June 2, 1975, Ap- 
plicant continued to honor requests for redemption of 
shares by shareholders at the regular net asset value thereof. 
Subsequent to such dissolution, and to the date of the ap- 
plication, Applicant has paid out the liquidating distribu- 
tions payable to all shareholders of record on the date of 

| dissolution, except for three shareholders who have not 

, surrendered their stock certificates and ten shareholders 
whose current addresses are unknown to the Applicant. 
These 13 shareholders hold 436.5 shares, having an ap- 
proximate net asset value of $4.03 each, or an aggregate of 
approximately $1,761. The directors of Applicant, as sta- 
tutory liquidating trustees, will continue for a period of 

) three years as required by Maryland law to locate such 
shareholders for purposes of making final distribution. 





Thus, Applicant represents that it has less than 100 share- 
holders, owns no securities, is not making and does not 

_ Propose to make a public offering of its securities, and 

| under state law has been dissolved. 






4 ion 3(c)(1) of the Act excepts from the definition of 
Pan investment company any issuer whose outstanding secur- 
ities are beneficially owned by not more than 100 persons 











and which is not making and does not presently propose 
to make a public offering of its securities. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission upon application, finds that a re- 
gistered investment company has ceased to be an invest- 
ment company, it shall so declare by order and, upon the 
effectiveness of such order, the registration of such com- 
pany shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 10, 1975 at 5:30 p.m., sub- 
mit to the Commission in wirting a request for a hearing 
on the matter accompanied by a statement as to the nature 
of his interest, the reason for such request and the issues, 

if any, of fact or law proposed to be controverted, or he 
may request that he be notified if the Commission should 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange Com- 
mission, Washington, D. C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the person 
being served is located more than 500 miles from the point 
of mailing) upon Applicant at the address stated above. 
Proof of such service (by affidavit, or in case of an attorney 
at law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order disposing 
of the application will be issued by the Commission as of 
course following said date, unless the Commission there- 
after orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive any 
notices and orders issued in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8987/October 14, 1975 


In the Matter of 


FINANCIAL INTERNATIONAL CORPORATION 
1701 Pennsylvania Avenue, N. W. 
Washington, D. C. 20006 


FINANCIAL GENERAL BANKSHARES, INC. 
1701 Pennsylvania Avenue, N. W. 
Washington, D. C. 20006 


EMPIRE SHARES CORPORATION 
1701 Pennsylvania Avenue, N. W. 
Washington, D. C. 20006 


and 


BANK OF BUFFALO 
17 Court Street 
Buffalo, New York 14202 
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(812-3862) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 17(d) OF THE INVESTMENT COMPANY ACT 
OF 1940, AS AMENDED, FOR AN ORDER PURSUANT 
TO SECTION 17(d) OF THE ACT AND RULE 17-1 
THEREUNDER 


NOTICE IS HEREBY GIVEN that Financial International 
Corporation, a Delaware corporation (*’FIC’’) registered as 
a closed-end non-diversified management investment com- 
pany under the Investment Company Act of 1940, as 
amended, (the ““Act’’), Financial General Bankshares, Inc., 
a Virginia corporation (““FG”), a bank holding company 
registered under the Bank Holding Company Act of 1956 
(the “Bank Holding Company Act”), Empire Shares Cor- 
poration, a Delaware Corporation (““Empire’’), a wholly- 
onwed subsidiary of FG and a registered bank holding 
company under the Bank Holding Company Act, and Bank 
of Buffalo, a New York State banking corporation (‘“Buffa- 
lo”), which is a majority-owned subsidiary of Empire, have 
filed an application on September 19, 1975 pursuant to 
Section 17(d) of the Act and Rule 17d-1 thereunder for 
an order of the Commission permitting the parties to par- 
ticipate as principals in a certain joint transacticn. The 
aforementioned persons hereinafter are referred to collec- 
tively as “Applicants.” All interested persons are referred 
to the application on file with the Commission for a state- 
ment of the facts and representations contained therein 
which are summarized below. 


FIC is the owner of 402,229 shares (7.9%) of the outstand- 
ing common stock of FG and holds an irrevocable proxy 
from International Bank, an Arizona corporation (“IB”), 
empowering FIC to vote an additional 363,720 shares 
(7.1%) of the outstanding common stock of FG. IB is the 
owner of 1,129,674 shares (22.2%) of the outstanding com- 
mon stock of FG but, as noted above, has granted to FIC 
an irrevocable proxy to vote 363,720 of such shares, so 
that FIC and IB each possesses the power to vote approxi- 
mately 15.1% of the outstanding common stock of FG, the 
aggregate voting power of FIC and IB together being ap- 
proximately 30.2%. 


Applicants state that FIC and IB may be considered to be 
affiliated with each other since approximately 35% of the 
outstanding shares of voting stock of FIC and approximate- 
ly 32% of the outstanding voting stock of IB is beneficially 
owned, directly or indirectly, by Mr. George Olmsted. While 
neither FIC nor IB owns or holds the power to vote 25% or 
more of the outstanding voting shares of FG, the aggregate 
number of shares held by the two companies exceeds 25%. 
For this reason, applicants say, without admitting, FIC may 
be deemed for purposes of Section 2(a)(9) of the Act to be 
a part of the control of FG. 


FG is the sole stockholder of Empire, which in turn owns 
approximately 61% of the outstanding capital stock of Buf- 
falo. Accordingly, if and to the extent that FIC would be 
deemed to control FG within the meaning of the Act, it 
would, therefore, also contro! Empire and Buffalo. 


FG, Empire and Buffalo have entered into an Acquisition 
Agreement (““Agreement’’), dated May 15, 1975, with The 
Bank of New York Company, Inc. (“BNY Company”), a 
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registered bank holding company under the Bank Holding 
Company Act, and Niagara Frontier Bank of New York 
(“Niagara”), a New York State banking corporation which 
is a wholly-owned subsidiary of BNY Company with its 
principal office and banking activities in Buffalo, New 
York. 


Applicants state that the Agreement provides that BNY 
Company will purchase from Empire the shares of capital 
stock of Buffalo owned by Empire at a price of $30 per 
share or an aggregate of $6,067,920, subject to the condi- 
tions set forth in the Agreement, and will also make an 
offer to all other stockholders of Buffalo to purchase their 
shares at the same price of $30 per share. Applicants repre- 
sent that the consummation of the purchase of stock of 
Buffalo from Empire and other tendering stockholders is 
contingent upon acceptance of the cash offer of BNY Com- 
pany by holders of at least 80% of the stock of Buffalo or 
such lesser percentage, not less than 66-2/3%, as BNY Com- 
pany may elect and to the fulfillment of other conditions, 
including approval by all applicable regulatory authorities, 
including the Board of Governors of The Federal Reserve 
System and the New York State Banking Department. 
Applicants further state that the Agreement provides for 
the merger of Buffalo and Niagara on terms whereby min- 
ority stockholders of Buffalo would receive the sum of $30 
per share in cash, subject to appraisal rights under New 
York law. Applicants anticipate that, concurrently with or 
immediately following the making of the tender offer, 
proxy material for a special meeting of stockholders of Buf- 
falo to consider the merger with Niagara will be mailed to 
said stockholders and that such material will comply with 
the Proxy Rules under the Securities Exchange Act of : 
1934. ; 


Applicants assert that there are no affiliations between 
BNY Company or Niagara and any of FIC, FG, IB, Buffalo 
or any affiliates known to any of the applicants and that, 
accordingly, the sale by Empire and the merger of Buffalo 
with Niagara would not fall within the scope of Section 
17(a) of the Act. 


Section 17(d) of the Act and Rule 17d-1 thereunder, taken 
together provide, in pertinent part, tht it shall be unlawful 
for any affiliated person of a registered investment com- 
pany or any affiliated person of such a person, acting as 
principal, to participate in, or effect any transaction in 
connection with any joint enterprise or arrangement in 
which any such registered company, or a company con- 
trolled by such registered company, is a participant unless 
an application regarding such arrangement has been granted 
by an order of the Commission, and that, in passing upon 
such an application, the Commission will consider whether 
the participation of such registered or controlled company 
in such arrangement is consistent with the provisions, poli- 
cies and purposes of the Act, and the extent to which such 
Participation is on a basis different from or less advantage- 
ous than that of other participants. 


Applicants state that, in view of the assumption for pur- 
poses of this application that, FIC will be deemed to be in 
control of FG and therefore also of Empire and Buffalo 
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posed arrangements involved in the Agreement would be 
deemed to involve a joint participation by controlled 


guia 


affiliates of an investment company within the meaning 
Section 17(d) of the Act and Rule 17d-1 thereunder 

the transaction is not one which would fall within the 
exceptions from the filing of applications provided by sub- 
paragraph (5) of Rule 17d-1(d). Accordingly, the appli- 
cants jointly apply for an order under Section 17(d) of the 
Act and Rule 17d-1 thereunder permitting the proposed 
transaction. 


| Insupport of such application, the Applicants urge the 
following: 


1. The Agreement, involving a proposed sale of stock of 
Buffalo by Empire to BNY Company and the subsequent 
merger of Buffalo with Niagara, was arrived at as a result 
of arm‘s length negotiations involving FG, as sole stock- 
holder of Empire, Buffalo, and BNY Company, as sole 
stockholder of Niagara. No affiliations exist between any 
of the applicants and BNY Company or Niagara. 





2. The sum to be paid to Empire as a controlling stock- 
holder of Buffalo and to each minority stockholder of 
Buffalo accepting the BNY Company tender offer will be 
the same, i.e., $30 per share. Moreover, the proposed 

/ terms of merger will provide for payment of the same cash 
price of $30 per share, subject to appraisal rights, to stock- 
holders of Buffalo who do not accept the tender offer. 


3. To the extent that any minority stockholder of Buffalo 
feels that the price of $30 per share is not fair, he is entitled 
to exercise appraisal rights under the New York Banking 
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4. The interest of the public community in the proposed 
transaction is protected by the regulatory approvals re- 
quired from the Board of Governors of The Federal Re- 
serve System and the New York State Banking Department, 
which must pass upon the acquisition of the shares by BNY 
Company and upon the merger. 


The applicants submit that the proposed transaction is fair 
and equitable to each of the participating parties and to 

their respective stockholders, is the result of arm’s length 
negotiations with non-affiliated persons, does not involve 
overreaching or any special benefits or consideration to 

any participating party and is consistent with the provisions, 
policies and purposes of the Act. 


| NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 10, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request and the issues, if 

any, of fact or law proposed to be controverted, or he may 
| request that he be notified if the Commission shall order a 
hearing thereon. Any such communication shou!d be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the applicants at their addresses stated above. 
| Proof of service (by affidavit, or in case of an attorney at 





“hi , by certificate) shall be filed contemporaneously with 
/ 


request. As provided by Rule 0-5 of the Rules and Re- 
gulations promulgated under the Act, an order disposing 


of the application will be issued as of course following said 
date unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s motion. Persons 
who request a hearing or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in this 
matter, including the date of hearing (if ordered) and any 
postponements thereof. 


For the Commission by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8989/October 15, 1975 


In the Matter of 


COWLES COMMUNICATIONS, INC. 
488 Madison Avenue 
New York, New “ork 10022 


and 


ARTHUR H. DIEDRICK, JR. 
635 Park Avenue 
New York, New York 10021 


(812-3818) 


NOTICE OF FILING OF APPLICATION FOR ORDER 
PURSUANT TO SECTION 17(b) E EXEMPTING TRANS- 
ACTION FROM THE PROVISIONS OF SECTION 17(a)(2) 


NOTICE IS HEREBY GIVEN that Cowles Communica- 
tions, Inc. (““Cowles’’), a closed-end, non-diversified, man- 
agement investment company registered under the Invest- 
ment Company Act of 1940 (“‘Act’’) has filed an applica- 
tion pursuant to Section 17(b) of the Act for an order 
exempting from Section 17(a)(2) of the Act the sale by 
Cowles of Travel Communications, Inc. (““TC1’’), a Dela- 
ware corporation, to Arthur H. Diedrick Jr. (“Died- 
rick”’). All interested persons are referred to the Applica- 
tion on file with the Commission for a statement of repre- 
sentations made therein, which are summarized below. 


Cowles was incorporated under the laws of lowa in 1936 
and registered under the Act in 1971. TCI, a Delaware 
corporation, is a wholly owned subsidiary of Cowles. TCI 
publishes several publications relevant to the travel indus- 
try including among others, ASTA Travel News, the offi- 
cial publication of the American Society of Travel Agents. 
Diedrick is a Vice President and employee of Cowles. He is 
also a President and a Director of TCI. 


Pursuant to an Agreement dated as of May 9, 1975, (the 

“ Agreement”), Diedrick proposes to acquire all of the issued 
and outstanding capital stock of TC! (“’TCI Stock’’) in ex- 
change for: 


(a) A cash payment by Diedrick to Cowles of $62,500 on 


the date of the proposed transaction is closed (the “Clos- 
ing Date”); 
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(b) the execution and delivery on the Closing Date by Died- 
rick of his promissory note in the aggregate principal 
amount of $62,500; 


(c) the payment by Diedrick to Cowles, within five days of 
his receipt from Cowles of the balance sheet of TCI as of 
the Closing Date, of an amount equal to the excess of cur- 
rent assets (determined as provided in the Agreement) over 
current liabilities (determined as provided in the Agreement) 
shown thereon. (If current liabilities (as so determined) 
exceed current assets (as so determined), Cowles will pay 
such excess to Diedrick within such five day period); and 


(d) the payment by Diedrick to Cowles within such five 
days period of an amount equal to the book value (after 
allowance for depreciation) of the fixed assets of TCI as 
shown on the balance sheet of TCI as of the Closing Date. 


The Agreement provides that in the event that after the 
Closing Date TCI incurs a net operating loss or capital loss 
or has an investment tax credit which may be carried back 
to any year in which Cowles filed a consolidated federal 
income tax return which included TCI, TCI will execute 
and file a refund claim therefor, and Cowles will be entitled 
to receive and retain the amount of any such refund. 


The Agreement further provides that on the Closing Date 
TCI will assign to Cowles all of TCl’s trade accounts re- 
ceivable (and the accounts so assigned will be excluded 
from TCl’s current assets as of the Closing Date), and Cow- 
les will appoint TCI as its agent for the collection of such 
accounts for an initial term of 18 months. TCI will receive 
no remuneration from Cowles for so acting. Diedrick will 
cause TCI to pay to Cowles all amounts collected by TCI 
on such accounts, and Diedrick has agreed that, with certain 
limited exceptions, all amounts received by TCI from debt- 
ors whose trade account receivables are assigned to Cowles 
and who became indebted to TCI after the Closing Date 
shall first be applied to the oldest outstanding receivable of 
Cowles or TCI from such debtor. 


On or before closing the transaction, Diedrick will submit 
to Cowles his resignation as a Vice President and employee 
of Cowles. 


It is the intention of Cowles and Diedrick to close the trans- 
action as promptly as possible after receipt of the order pur- 
suant to their application, effective as of October 1, 1975, 
and as though that date were the Closing Date. 


Section 17(a)(2) of the Act provides, in pertinent part, that 
it shall be unlawful for any affiliated person of a registered 
investment company knowingly to purchase from such re- 
gistered company any security or other property (except se- 
curities of which the seller is the issuer). Section 17(b) of the 
Act provides that, notwithstanding Section 17(a); any per- 
son may file with the Commission an application for an 
order exempting a proposed transaction from one or more 
provisions of that Section, and that the Commission shall 
grant such application and issue such order of exemption if 
evidence establishes that: 


(1) the terms of the proposed transaction, including the con- 
sideration to be paid or received, as reasonable and fair and 
do not involve overreaching on the part of any person con- 
cerned; 
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(2) the proposed transaction is consistent with the policy 
of each registered investment company concerned as re- 
cited in its registration statement and reports filed under 
the Act; and 


(3) the proposed transaction is consistent with the general 
purposes of the Act. 


Since Diedrick is a Vice President and employee of Cowles 
he is an “affiliated person” of Cowles as defined by Sec- 
tion 2(a)(3) of the Act. 


In support of their application for an order pursuant to 
Section 17(b) of the Act, Cowles and Diedrick state that 
Cowles retained an independent financial consultant to 








newspapers and television stations to appraise the value as 
of December 31, 1974 of TCI. Such consultant concluded 
that TCI had a value as of December 31, 1974 of $386,606. 


Because there was no ascertainable market value for TCI, 
the Board of Directors of Cowles in good faith determined 
the estimated fair value of TCI as of December 31, 1974 to 
be the aggregate of Cowles’ investment in, and advances to, 
TCI as of that date which aggregated $196,000. 


If the closing of the transaction contemplated by the Agree- 
ment had taken place on December 31, 1974, pursuant to 
the terms of the Agreement Cowles would have received 
from Diedrick an aggregate net payment of $393,048, which 
amount would have exceeded by $6,442 the total value 
placed on TCI by the consultant and by $197,048 Cowles’ 
aggregate investment in, and advances to, TCI. 








Cowles and Diedrick assert that the proposed transaction is “f 
fair, reasonable, and consistent with the general provisions 
of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 10, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request and the issues of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission should order a hear- 
ing thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. A copy of such request shall be served per- 
sonally or by mail (air mail if the person being served is lo- 
cated more than 500 miles from the point of mailing) upon 
Applicant at the address stated above. Proof of such service 
(by affidavit, or, in case of an attorney at law, by certificate) 
shall be filed contemporaneously with the request. As pro- 
vided by Rule 0-5 of the Rules and Regulations promulgated 
under the Act an order disposing of the application will be | 
issued as of course following said date unless the Commis- 
sion thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a hearing, 
or advice as to whether a hearing is ordered, will receive 
notice of further developments in this matter, including the | 
date of the hearing (if ordered) and any postponements 
thereof. 


; 








\ 
For the Commission, by the Division of Investment Manoa 
ment Regulation, pursuant to delegated authority. 4! 
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Secretary 





| INVESTMENT COMPANY ACT OF 1940 
Release No. 8990/October 15, 1975 


$ In the Matter of 


| THE FORE FUND, INC. 
(811-2296) 


THE PARTNERS FUND, INC. 
(811-1601) 

120 Broadway 

J New York, New York 10005 





NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 6(c) OF THE ACT FOR EXEMPTION 
d FROM SECTION 2(a)(19) OF THE ACT 


0, NOTICE IS HEREBY GIVEN that The Fore Fund, Inc. 
(“Fore”) and The Partners Fund, Inc. (““Partners”’), diver- 
' sified, open-end management investment companies register- 
ed under the Investment Company Act of 1940 (“Act”’), 
filed application on March 10, 1975 and an amendment 
on June 13, 1975 for an order of the Commission pursu- 
ant to Section 6(c) of the Act declaring that Frederick P. 
Rose (“Rose”’) shall not be deemed an “interested person” 
of Fore or Partners within the meaning of Section 2(a)(19) 
the Act solely by reason of his status as a director of 
Life Insurance Company (“Home Life’’). All inter- 
ested persons are referred to the application on file with 
y the Commission for a statement of the representations 
made therein, which are summarized below. 















n Rose, a member of the Boards of Directors of Fore and 
b- Partners, is also a director of Home Life. Home Life is a 
on mutual life insurance company organized under the laws 
of the State of New York on May 1, 1860 and has contin- 
uously engaged in the insurance business since that time. 
st It is licensed to conduct a life insurance, annuity and health 
insurance business in all fifty states, the District of Colum- 
bia, and the Commonwealth of Puerto Rico. Solely be- 
cause it sells variable annuity contracts, Home Life has re- 
gistered as a broker-dealer under the Securities Exchange 
( Act of 1934 (the “Exchange Act’’) and is a member of the 
National Association of Securities Dealers, Inc. Fore and 
Partners represent that Home Life is not in the business of 
) | effecting securities brokerage transactions and has never 
effected any securities brokerage transactions on behalf of 
Fore or Partners. Fore and Partners further represent that 
so long as Rose remains a director of Home Life and Fore 
or Partners respectively, they will not effect any securities 
brokerage transactions with Home Life. 


> 





& 


Fore and Partners represent that Rose does not participate 
in the day-to-day operations of Home Life. 





Section 2(a)(19) of the Act, in pertinent part, defines an 
| interested person” of an investment company to include 
fi 
4S 


broker or dealer registered under the Exchange Act, 
any affiliated person of such broker or dealer. Section 
2(a)(3) of the Act defines an affiliated person of another 


person to include any director of such other person. 


Rose, as director of Home Life, is an affiliated person of a 
broker or dealer, and is thus an “interested person” of 
Fore and Partners. 


Section 6(c) of the Act provides that the Commission may 
conditionally or unconditionally exempt any person from 
any provision of the Act or from any rule or regulation 
under the Act if and to the extent that such exemption is 
necessary or appropriate in the public interest and consist- 
ent with the protection of investors and the purposes fair- 
ly intended by the policy and provisions of the Act. 


Fore and Partners contend that Rose should not be deem- 
ed an “interested person” of Fore or Partners because his 
affiliation with Home Life does not affect, and will not im- 
pair, his independence in acting on behalf of Fore or Part- 
ners and their respective shareholders, and the requested 
exemption is therefore consistent with the provisions of 
Section 6(c) of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 10, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing 
on the matter accompanied by a statement as to the nature 
of his interest, the reason for such request, and the issues, 
if any, of fact or law proposed to be controverted, or he 
may request that he be notified if the Commission shall 
order a hearing thereon. Any such communication should 
be addressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D. C. 20549. A copy of such request 
shall be served personally or by mail (air mail if the person 
being served is located more than 500 miles from the point 
of mailing) upon applicant at the address stated above. 
Proof of such service (by affidavit, or in case of an attorney 
at law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application herein may be issued by the 
Commission upon the basis of the information stated in 
the application, unless an order for hearing upon said ap- 
plication shall be issued upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing or ad- 
vice as to whether a hearing is ordered will receive notice 
of further developments in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Man- 
agement Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8991/October 16, 1975 


In the Matter of 


DISCOUNT INCOME TRUST FUND, 
FIRST MONTHLY PAYMENT SERIES 
(AND SUBSEQUENT SERIES) 

c/o Bache & Co. Incorporated 


SEC DOCKET/183 








100 Gold Street 
New York, New York 10038 
(812-3853) 


NOTICE OF FILING OF APPLICATIQN PURSUANT TO 
SECTION 6(c) FOR AN ORDER GRANTING EXEMP- 
TION FROM SECTION 14(a) AND RULES 19b-1 AND 
22c-1 


NOTICE IS HEREBY GIVEN that the Discount Income 
Trust Fund, First Monthly Payment Series and Subsequent 
Series (““Applicant’’), a unit investment trust registered un- 
der the Investment Company Act of 1940 (““Act’’) filed an 
application on August 29, 1975, and an amendment there- 
to on September 30, 1975, pursuant to Section 6(c) of the 
Act for exemption from the provisions of Section 14(a) of 
the Act and Rules 19b-1 and 22c-1 under the Act. All in- 
terested persons are referred to the application on file with 
the Commission for a statement of the representations 
therein, which are summarized below. 


Applicant is a registered unit investment trust organized 
under the laws of the State of Massachusetts. It is intended 
that the United States Trust Company of New York will 
act as Trustee of Applicant (‘“Trustee’’) and New England 
Merchants National Bank will act as Co-Trustee of Appli- 
cant (“‘Co-Trustee”) pursuant to a trust agreement (‘Trust 
Agreement”) between the Trustee, Co-Trustee and Bache 
& Co. Incorporated as sponsor (“Sponsor’’). Interactive 
Data Services, Inc. will serve as evaluator (‘‘Evaluator’’) 
with respect to each series of Applicant. 


The Sponsor proposes at the date of deposit of the portfolio 
securities for Applicant's first series to deliver to the Trustee, 
securities representing debt obligations of corporations and 
other entities which will be in excess of $5,000,000. For 
each additional series, it is represented that the portfolio 

will be greatly in excess of $100,000, although the size of 
future series has not yet been established. 


Section 14{a) 


Section 14(a} of the Act, in substance, provides that no re- 
gistered investment company and no principal underwriter 
for such a company shall make a public offering of securities 
of which such company is the issuer unless (1) the company 
has a net worth of at least $100,000; (2) at the time of a 
previous public offering it had a net worth of $100,000; or 
(3) provision is made that a net worth of $100,000 will be 
obtained from not more than twenty-five responsible per- 
sons within ninety days, or the entire proceeds received, 
including sales charge, will be refunded. 


Applicant asserts that the purpose of Section 14(a) is to dis- 
courage the irresponsible formation of investment compan- 
ies by persons of little substance and that any requirement 
of the type provided by Section 14(a)(3) of the Act that the 
Sponsor or others invest $100,000 or more in units prior to 
the public offering will only increase the costs to the Spon- 
sor of marketing the units without significantly increasing 
the protection to unit holders. Applicant states that each 
such series of the Trust will have a net worth greatly in ex- 
cess of $100,C00 prior to the time at which effectiveness is 
requested for the series under the Securities Act. 


The Sponsor has agreed to the requested exemption being sub- 
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ject to the condition that it refunds, on demand and without 
deduction, all sales charges to purchasers of units of a ser- 
ies if within ninety days from the time when that series 
becomes effective under the Securities Act, the net worth 
of the series shall be reduced to less than $100,000 or if 
the series shall have been terminated. The Sponsor further 
agrees to instruct the Trustee on the date of deposit of each 
series that in the event that redemption by the Sponsor of 
units constituting a part of the unsold units shall result in 
that series having a net worth of less than $3,000,000 the 
Trustee shall terminate the series in the manner provided 
in the Trust Agreement and Indenture and distribute all 
securities and other assets deposited with the Trustee pur- 
suant to the Trust Agreement as provided therein and to 
refund any sales charge to any purchaser of units purchased 
from the Sponsor or any underwriter or dealer participa- 
ting in the underwriting on demand and without any de- 
duction. 


Rule 19b-1 


Rule 19b-1 provides, in part, that no registered investment 
company which is not a “regulated investment company” 
as defined in Section 851 of the Internal Revenue Code 
shall make more than one distribution of long-term capital 
gains in any one taxable year of such investment company. 


Applicant seeks to follow the course of distributing prin- 
cipal, including any capital gains, and interest on each ser- 
ies to unitholders each month. Applicant states that dis- 
tributions of principal constituting capital gain to unithold- 


vide funds necessary to meet redemptions; if an issuer calls 
or redeems an issue held in the portfolio; and if Applicant ~ 
disposes of obligations in order to maintain its qualification 
as a regulated investment company under the Internal Re- 
venue Code. 


Applicant states that the dangers against which Rule 19b-1 
is intended to guard will not exist in connection with 

the series since the Sponsor has no control over the events 
which could trigger capital gains. Applicant states that it 
would be to the detriment of unitholders if it were forced 
to withhold monies constituting capital gains from such 
unitholders until the end of the year. 


Paragraph (b) of Rule 19b-1 provides that a unit investment 
trust may distribute capital gain dividends received from a 
“regulated investment company” within a reasonable time 
after receipt. Applicant states that the purpose behind such 
provision is to avoid forcing unit investment trusts to ac- 
cumulate valid distributions received throughout the year 
and distribute them only at year end. Applicant further 
alleges that its situation places it squarely within the pur- 
pose of such provision. However, in order to comply with 
the literal requirements of the Rule, Applicant would be 
forced to hold any monies which would constitute capital 
gains upon distribution until the end of its taxable year. 
Applicant contends that such a practice would clearly be to 
the detriment of unitholders. 


Rule 22c-1 


Rule 22c-1 provides, in part that redeemable securities of 
registered investment companies may be sold, redeemed or 
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repurchased at a price based on the current net asset 
ue (computed on each day during which the New York 
k Exchange is open for trading not less frequently 
than once daily as of the time of the close of trading on 
such Exchange) which is next computed after receipt of 
a tender of such security for redemption or of an order to 
purchase or sell such security. 


Applicant states that Investment Company Act Releases 
Nos. 5413 and 5519 put forward two purposes for Rule 
22c-1: (1) to eliminate or reduce any dilution of the value 
of outstanding redeemable securities of registered invest- 
ment companies which would occur through the redemp- 
tion or repurchase of such securities at a price above their 
net asset value or the sale of such securities at a price based 
ona previously established net asset value which wouid per- 
mit a potential investor to take advantage of an upswing in 
the market and the accompanying increase in the net asset 
value of the securities; and (2) to minimize speculative 
trading practices in the securities of registered investment 
companies. 


Applicant represents that: the Sponsor, while not obligat- 
ed to do so, presently intends to maintain a market for the 
units of Applicant and continuously to offer to purchase 
units at prices in excess of the redemption price established 
as of the previous Friday; transactions in units of Applicant 
in the secondary market will be made by the Sponsor and 
not Applicant and cannot dilute the value of outstanding 
units; and since Applicant is designed for investors who 
desire fixed income, the secondary market trading will not 
1] attractive to speculators. 


Applicant states that the application of Rule 22c-1 to the 
units, causing additional evaluations by the evaluator, which 
is paid for each evaluation, would be so costly as to be sig- 
nificantly detrimental to the interests of the unitholders. 


Applicant further asserts that “backward pricing” is neces- 
sary to enable the Sponsor to quote a price at which it will 
purchase units. Trades accomplished at a price to be de- 
termined several days in the future, the Applicant contends, 
would be unsatisfactory to the unitholders as well as to the 


Sponsor. 


In addition, the application states that the Ev2iuator can in- 
formally determine whether or not the repurchase price is 

at least equal to the current bid price; if not, a full evalua- 
tion will be ordered. In the case of resale, if the Evaluator 
cannot state that the previous Friday’s price is no more than 
one-half point ($5.00 per $1,000 principal amount of under- 
lying obligations) greater than the current price, a full evalu- 
ation will be ordered. 


Rule 22c-1, in addition, requires that net asset value be de- 
termined as of the time of the close of trading on the New 
York Stock Exchange. The sponsor states that it is antici- 
pated that many of the obligations in the portfolios of the 
various series will be traded either exclusively or principally 
in the over-the-counter market, and, therefore, the time of 
the close of trading is not sufficiently related to evaluation 
ocedures used in determining net asset values of the series. 
je sorscr states also that the Evaluator has indicated 
“lat a set 4:00 p.m. evaluation time would be the most re- 
liable time for evaluations, without regard to the time of 





the close of trading on the New York Stock Exchange. 


Section 6(c) of the Act provides, in part, that the Commis- 
sion may conditionally or unconditionaliy exempt any 
person, security or transaction, or any class or classes of 
persons, securities or transactions from any provision of 
the Act or of any rule or reguiation under the Act, if and 
to the extent such exemption is necessary or appropriate 
in the public interest and consistent with the protection 
of investors and the purposes fairly intended by the policy 
and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than November 10, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reasons for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the Applicant at the address stated above. 
Proof of service (by affidavit or, in the case of an attorney 
at law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order disposing 
of the application will be issued as of course following said 
date unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. Per- 
sons who request a hearing or advice as to whether a hear- 
ing is ordered, will receive ary notices and orders issued in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8992/October 16, 1975 


In the Matter of 


EQUITABLE VARIABLE LIFE INSURANCE COMPANY 

SEPARATE ACCOUNT I OF EQUITABLE VARIABLE 
LIFE INSURANCE COMPANY 

THE EQUITABLE LIFE ASSURANCE SOCIETY OF 
THE UNITED STATES 

1285 Avenue of the Americas 

New York, New York 10019 

(812-3824) 


ORDER OF EXEMPTION, PURSUANT TO SECTION 6(c) 
OF THE INVESTMENT COMPANY ACT OF 1940, FROM 
SECTIONS 8(b), 13(a), 14(a), 15(a), 15(c), 18(i), 22(d), 
22(e), 27(c), 27(f) AND 27(h)(1) OF THE ACT AND 
RULES 22c-1 AND 27f-1 THEREUNDER 
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Separate Account | of Equitable Variable Life Insurance 
Company (the ““Account”’), Equitable Variable Life In- 
surance Company (“EVLICO”), and The Equitable Life As- 
surance Society of the U. S. (‘‘Equitable’’) (hereinafter col- 
lectively called ‘‘Applicants”’) filed an application on June 
24, 1975, and an amendment thereto on August 6, 1975, 
pursuant to Section 6(c) of the Investment Company Act 
of 1940 (“Act’’) for an order of exemption from Sections 
8(b), 13(a), 14(a), 15(a), 15(c), 18(i), 22(d), 22(e), 27(c), 
27(f) and 27(h)(1) of the Act and Rules 22c-1 and 25f-1 
thereunder. 


The Account, registered as an open-end diversified manage- 
ment investment company under the Act, is a separate in- 
vestment account to which amounts are to be allocated to 
support reserves and other liabilities arising from variable 
life insurance contracts proposed to be issued jointly by 
the Account and EVLICO. The assets of the Account will 
be derived solely from the sale of such variable life insur- 
ance contracts and advances made by EVLICO in connec- 
tion with the operation of the Account. For purposes of 
certain provisions of the Act, the Account is deemed to 

be an issuer of periodic payment plan certificates. EVLICO, 
a wholly-owned subsidiary of Equitable, is a stock life in- 
surance company and is registered as a broker-dealer under 
the Securities Exchange Act of 1934 (“1934 Act’) and as an 
investment adviser under the Investment Advisers Act of 
1240 (“Advisers Act’’). Equitable is a mutual life insurance 
company, registered as a broker-dealer under the 1934 Act 
and as an investment adviser under the Advisers Act, which 
will function, together with EVLICO, as the principal un- 
derwriter and investment adviser for the Account. 


On August 13, 1975, a notice was issued (Investment Com- 
pany Act Release No. 8888) of the filing of the application. 
On September 11, 1975, the Commission extended the 
period of time for comment on this application to October 
10, 1975 (Investment Company Act Release No. 8931). The 
notice and the extension gave interested persons an oppor- 
tunity to request a hearing and stated that an order dispos- 
ing of the application would be issued on the basis of the 
information stated in the application unless a hearing should 
be ordered. No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered, and it has been found that 
on the basis of the information stated in the application the 
granting of the requested order and exemptions is appropri- 
ate in the public interest and consistent with the protection 
of investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that 
Applicants be, and they hereby are, exempted from the pro- 
visions of Sections 8(b), 13(a), 14(a), 15(a), 15(c), 18(i), 
22(d), 22(e), 27(c), 27(f) and 27(h)(1) of the Act and Rules 
22c-1 and 27f-1 thereunder to the extent requested in the 
application as necessary to permit the sale to the public of 
these variable life insurance contracts subject to and in 
accordance with the representations, conditions and con- 


sents specified in the application for exemption, as amended. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8993/October 16, 1975 


In the Matter of 


FIRST INVESTORS CORPORATION 

FIRST INVESTORS SINGLE PAYMENT AND 
PERIODIC PAYMENT PLANS FOR INVESTMENT 
IN FIRST INVESTORS TREND FUND, INC. 

120 Wall Street 

New York, New York 10005 


(812-3784) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE INVESTMENT COMPANY ACT OF 1940 s+ 
FOR AN ORDER GRANTING EXEMPTION FROM SEC- 
TION 14(a) OF THE ACT 


NOTICE IS HEREBY GIVEN that First Investors Single 
Payment and Periodic Payment Plans for Investment in 
First Investors Trend Fund, Inc. (“Trend Fund Plans”) 


O* 





registered under the Investment Company Act of 1940 
(“Act”) as a unit investment trust, and its sponsor-deposi- 
tor and principal underwriter, First Investors Corporation | 
(“First Investors’) (together, the ““Applicants”), filed an 
application on March 24, 1975, and an amendment there- 

to on September 29, 1975, pursuant to Section 6(c) of the 
Act for an order exempting Applicants from the provisions 
of Section 14(a) of the Act. All interested persons are re- . 
ferred to the application on file with the Commission for ) 


a statement of the representations contained therein, whic. // 


are summarized below. 


The underlying investment for Trend Fund Plans is Trend 
Fund, Inc. (‘Trend Fund”), a diversified mutual fund or- 
ganized under New York law which registered under the 
Act in June of 1952. As of June 30, 1975, Trend Fund had 
201,704 shares of stock outstanding, with an aggregate net 
asset value of $1,335,985, or $6.63 per share. Trend Fund 
Plans has been organized by First Investors to sell periodic | 
payment plans to the public and invest the public offering 
proceeds exclusively in the shares of Trend Fund. 





First Investors is an integrated securities firm conducting 
business as an over-the-counter broker-dealer, a dealer in, 
and underwriter of, investment company securities, as the 
sponsor-depositor of six active unit investment trusts of the 
contractual plan type in addition to Trend Fund Plans, 1/ 
and as sponsor-depositor of another newly-organized unit 
investment trust, First Investors Single Payment and Per- 
iodic Payment Plans for Investment in First Investors Fund 
for Income, Inc. (“Income Fund Plans’’). Applicants repre- | 
sent that First Investors and its predecessors have been in 
operation since 1939 and have established a recognized ex- ) 


' 


pertise in the mutual fund contractual plan field. First In- | 





vestors, which had a net worth of $3,893,341 as at Decem- 
ber 31, 1974, is a wholly owned subsidiary of First Inves- 
tors Consolidated Corporation, which also owns all the vot- | 
ing common stock of First Investors Management Company, | 
Inc. (“Management Company”), the investment adviser top” 
and co-principal underwriter with First Investors of, Trend) 
Fund. } 
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t company (1) have a net worth of at least $100,000 
or to making a public offering of its securities, (2) have 
previously made a public offering and at that time have had 
anet worth of $100,000, or (3) have made arrangements 
for at least $100,000 to be paid in by 25 or fewer persons 
before acceptance of public subscriptions. 


‘ 14(a) of the Act requires that a registered invest- 


Applicants submit that the purpose of Section 14(a) is (1) 


) to limit the persons who manage funds in which members 


of the public are asked to invest their money either to those 
who invest enough of their own funds in the enterprise to 
provide it with a net worth of $100,000 or to those who 
have the confidence of a small number of persons willing 

to invest that amount, and (2) to prevent the formation of 
inadequately funded investment companies. Applicants 
contend that the first purpose of Section 14(a) is not rele- 
vant in this case because the sponsor of Trend Funds Plans 
isnot offering public investors any management service. 
Rather, the capital of Trend Fund Plans will be invested 
directly in the pre-designated mutual fund, Trend Fund, 

and the shares of such fund will comprise the portfolio of 
Trend Fund Plans throughout the life of the trust except 

in the rare case of nonavailability of Trend Fund shares or 
other failure of Trend Fund to meet the needs of Trend 
Fund Plans. In any event, any change in the portfolio would 
require Commission approval pursuant to Section 26(b) of 
the Act, which makes it unlawful for any depositor or 
trustee of a registered unit investment trust holding the se- 
curity of a single issuer to substitute another security for 


| such security without Commission approval. Thus, it is as- 


ed that there is virtually no management discretion 

ged in the sponsor-depositor of Trend Fund Plans; the 
management function, and thus the burden of meeting the 
Act’s standard of management competency, assertedly rests 
entirely with the management of the underlying mutual 
fund, which of course has satisfied the provisions of Sec- 
tion 14(a). 


| Applicants believe that the second objective of the initial 


net worth requirement is to prevent the formation of in- 
adequately funded investment companies and establish some 
probability of success for them by assuring that sufficient 
capital is placed in these companies to prevent the capital of 
public investors from being used up by administrative costs. 
Applicants assert that in this case there is little danger of 
under-funding because the Trend Fund Plans itself will have 
no significant expenses. Sales charges and custodian and re- 
gulation administrative fees are paid to the sponsor-deposit- 
or from deductions from plan payments, and only fees for 
special administrative services and for special transactions 
are paid to the sponsor-depositor from income generated 

by the trust or from the proceeds of redemption of trustee 
assets. 


The charges that would be imposed in connection with the 
sale of interests in Trend Fund Plans are identical to the 
charges made in connection with all but one of the six active 


unit investment trusts currently sponsored by First Investors. 


First Investors has filed as part of the application, an under- 
king to perform its duties as sponsor-depositor, as describ- 
Ain the registration statements of Trend Fund Plans under 
a Act and the Securities Act of 1933, respectively, from 
the effective date of the 1933 Act registration statement at 





least until Trend Fund Plans, has, as a result of receipt of 
public offering proceeds, attained a net worth of $100,000. 
First Investors:states that its financial strength stands be- 
hind this undertaking. 


Section 6(c) of the Act provides that the Commission may, 
upon application, conditionally or unconditionally exempt 
any person, security, or transaction or any class or classes 
of persons, securities, or transactions from any provisions 
of the Act or of any rule or regulation under the Act, if and 
to the extent such exemption is necessary or appropriate in 
the public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. 


NOTICE IS HEREBY GIVEN that any interested person 
may, noi later than November 11, 1975, at 5:30 p.m., sub- 
mit to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues, if 
any, of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission should order 
a hearing thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. A copy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the Applicant at the address stated above. 
Proof of such service (by affidavit, or ir, case of an attor- 
ney at law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order disposing 
of the application will be issued as of course following No- 
vember 11, 1975, unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own mo- 
tion. Persons who request a hearing, or advice as to whether 
a hearing is ordered will receive any notices or orders issued 
in this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ The other unit investment trusts sponsored by First In- 
vestors are the following: 

1. First Investors Single Payment and Periodic Payment 
Plans for Accumulation of Shares of Wellington Fund, Inc.; 
2. First Investors Single Payment and Periodic Payment 
Plans for Accumulation of Shares of First Investors Fund, 
Inc.; 3. First Investors Single Payment and Periodic Pay- 
ment Plans for Accumulation of Shares of Fundamental 
Investors, Inc.; 4. First Investors Single Payment and Per- 
iodic Payment Plans for Accumulation of Shares of Anchor 
Growth Fund, Inc.; 5. First Investors Single Payment and 
Periodic Payment Plans for Investment in First Investors 
Fund for Growth, Inc.; and 6. First Investors Single Pay- 
ment and Periodic Payment Plans for Investment in First 
Investors Discovery Fund, Inc. 
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INVESTMENT ADVISERS ACT OF 1940 
Release No. 481/October 15, 1975 


See Securities Exchange Act of 1934 Release No. 11737/ 
October 15, 1975. 
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Litigation Release No. 7114/October 9, 1975 


SEC v. F. L. SALOMON & CO., et al. 
(SDNY Civil Action No. 73-3926 CES) 


William D. Moran, Administrator of the New York Region- 
al Office of the Securities and Exchange Commission an- 
nounced that on July 24, 1975, the Honorable Charles E. 


Stewart, Jr., Judge of the U. S. District Court for the South- 


ern District of New York signed a Final Judgment of Per- 
manent Injunction by Consent enjoining Fred C. Waldron 
from further violations of Section 10(b) of the Securities 
Exchange Act of 1934 (‘“Exchange Act’) and Rule 10b-5 
thereunder in connection with Securities of Bio-Medical 
Sciences, Inc. (‘““BMS”) or any other securities. 


The Commission’s complaint charged 29 corporate, partner- 


ship and individual defendants, including Fred C. Waldron, 
with purchasing and/or recommending the purchase of 
BMS stock while such defendants were in possession of 
non-public information concerning a proposed $5,000,000 
financing for BMS. In addition to seeking injunctive relief 
against the defendants, the Commission has also requested 
that the Court order restitution and/or disgorgement so 
that the defrauded shareholders might recover their losses. 
Three corporate defendants previously consented to the 
issuance of Final Judgments of Permanent Injunction and 
other relief. 


See Litigation Release Nos. 6056, 6857, and 6950 and In- 
vestment Company Act Release Nos. 8751, 8807, 8828 and 
8867.) 





Litigation Release No. 7115/October 9, 1975 


SEC v. FIRST NATIONAL FINANCE CORPORATION, 
et al. 
(E.D. Ill. Civil No. 75-2-038) 


William D. Goldsberry, Regional Administrator of the Com- 
mission’s Chicago Regional Office, announced that on Sep- 
tember 25, 1975, the Honorable Henry S. Wise, U. S. Dis- 
trict Judge for the Eastern District of Illinois issued Find- 
ings of Fact and Conclusions of Law and entered an Order 
of Permanent Injunction against First National Finance 
Corporation (“FNF”), Leichner Industries, Inc., Burhold, 
Inc., Roy Burslem, Robert Dedman and Rex Thorn. 


The Commission’s complaint alleged that the defendants 
violated the antifraud provisions of the Securities Act of 
1933 and Securities Exchange Act of 1934 in connection 


188/SEC DOCKET 


with the offer and sale of the promissory notes of FNF. 


For further information see Litigation Release Nos. 6605 
and 6731. 





Litigation Release No. 7116/October 10, 1975 


SEC v. FRED ROVEN, et al. 
(C.D. Cal. Civil No. 75-3413 M.M.L.) 


Gerald E. Boltz, Administrator of the Los Angeles Re- 
gional Office of the Securities and Exchange Commission 
and the Division of Enforcement today announced the 
filing of a civil complaint in the U. S. District Court for 
the Central District of California against Fred Roven, his 
brother, Charles Roven, Van Mark & Co. (“Van Mark”), 
a registered broker-dealer owned by Charles Roven, Para- 
gon Financial Group (“Paragon’’) and Canon Farms 
(“Canon”), two corporations owned by Fred Roven, Gor- 
don Securities, Ltd. (“Gordon”), a Canadian broker- 
dealer, and Frank A. Costantini (““Costantini”’), an 
assistant vice president of Gordon. 


The complaint seeks to preliminarily and permanently en- 
join Fred Roven, Charles Roven, Van Mark, Paragon, 
Canon, Costantini and Gordon from future violaticns of 
Sections 10(b) and 14(e) of the Securities Exchange Act 
of 1934 (“Exchange Act”) and Rules 10b-4 and 10b-5 
thereunder (short tender and antifraud provisions); to en- 





join Fred Roven, Paragon and Canon from future viola- i i 


tions of Section 7(f) and Regulation X thereunder (mar- 
gin provisions); and to enjoin Charles Roven and Van Mark 
from future violations of Sections 7(c), 17(a) and 17(b) of 
the Exchange Act and Regulation T and Rule 17a-3 there- 
under (margin, record inspection and record keeping pro- 

visions). 


The complaint alleges that in connection with the tender 
offer by Abitibi Paper Co., a Canadian corporation, for 
the common stock of Price Co., Ltd. (“Price”), alsoa 


Canadian corporation, on the Montreal and Toronto Stock | 


Exchanges, on November 21, 1974, Fred Roven, Charles 
Roven and Van Mark effectuated a scheme to short tender 
Price stock through Gordon, as agreed by Costantini, in 
violation of the short tender and antifraud provisions of 
the Exchange Act. The alleged scheme involved the pur- 
ported short sale on November 21, 1974 of 151,500 Price 
shares by Fred Roven, through Paragon’s and Canon’s ac- 
counts, to Van Mark to establish a purported “long” posi- 
tion. Van Mark, in turn, short tendered the 151,500 
Price shares through Gordon. The complaint also alleges 
that on November 21, 1974 Abitibi accepted 79,955 
shares of the 151,500 shares short tendered and on Novem- 
ber 22, 1974 Fred Roven, through the Paragon accourtt, 
purchased 80,000 Price shares in the open market on the 
Montreal Stock Exchange to cover the 79,955 pro rata 
portion of the short tender. Van Mark purportedly sold 
back the 71,500 Price shares not accepted pursuant to the 
tender to Fred Roven’s accounts on November 22, 1974, 
to effectively cancel that portion of the purported short 


saie. As a result of the violative short sale and short tence 


of Price, it is alleged that Fred Roven profited by approx 
mately $990,000. 
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The complaint also alleges that in connection with the pur- 
ed short sale of Price common stock, Fred Roven, 
rles Roven, Van Mark, Paragon and Canon violated 
We margin provisions of the Exchange Act, and that 
Charles Roven and Van Mark violated the recordkeeping 
and inspection provisions of the Exchange Act by impro- 
gerly recording the transactions in Price securities with 
Paragon and Canon and by refusing representatives of the 
Commission reasonable access to Van Mark’s books and 
records. 


inaddition to injunctive relief, the complaint seeks dis- 
gorgement of illegally obtained benefits by the defendants. 


The Quebec Securities Commission and the Montreal Stock 
Exchange assisted the Commission in the investigation of 
this matter. 





Litigation Release No. 7117/October 14, 1975 


SEC v. AVIS, INC., et al. 
» (SDNY 74 Civ. 1065) 


The Commission announced that on October 8, 1975, 

Judge Inzer B. Wyatt of the U. S. District Court for the 
Southern District of New York entered an order upon an 
undertaking by defendant Rudman Associates (““Rudman”’) 
pursuant to which Rudman shall not engage in transactions 
taf the securities of any issuer, nor recommend the pur- 


a or sale of securities, while in possession of material 
ark” 


“n-public information concerning such issuer, in viola- 
tion of Section 10(b) of the Securities Exchange Act of 
1934 and Rule 10b-5 thereunder; and Rudman shall pay 
some $28,700 plus 6% annual interest to those persons 
who purchased 12,100 shares of Avis common stock sold 
by Rudman from May 17, 1973 to June 6, 1973. The 
Commission had alleged in its complaint that Rudman sold 
the aforementioned stock while in possession of corporate 
inside information that gains from car sales constituted a 
significant portion of Avis’ first quarter 1973 earnings. 


The settlement with Rudman concludes the Commission’s 
action which had been brought in March 1974 against Avis, 
Inc., Rudman and Venture Advisers, Inc. The action 

, against Avis, Inc. and Venture Advisers, Inc. was terminated 
previously by a court-ordered undertaking with respect to 
Avis, Inc. and entry of a permanent injunction, by consent, 
against Venture Advisers, Inc. 








Litigation Release No. 7118/October 14, 1975 


SEC v. BEISINGER INDUSTRIES CORPORATION, et al. 
(Civil Action No. 75-1180) 


The Securities and Exchange Commission announced that 

on October 7, 1975 Judge Gerhard A. Gessell of the U. S. 
District Court for the District of Columbia signed an Order 
{giminarily enjoining Beisinger Industries of Canada (“"Can- 
y > ‘), Court J. Beisinger and Jeanette H. Beisinger (“the 

} veisingers”) from violations of that antifraud act reporting 





provisions of the Federal securities laws and imposing cer- 
tain restrictions upon the business activities of these de- 
fendants. The defendants consented to the entry of a pre- 
liminary injunction without admitting or denying the al- 
legations of the Commission’s Complaint at a hearing held 
October 1, 1975. Judge Gessell’s Order also required that 
inasmuch as counsel for the Commission sought the ap- 
pointment by the Court of a Special Advisor the Commis- 
sion had to submit a specific proposal defining the func- 
tions and obligations of such an Agent and that the matter 
would come on for further hearings as to the issue of the 
appointment of a Special Advisor. The Complaint charges 
that the above-named defendants beginning in 1973, along 
with a fifth defendant, BIC International Establishment, 
diverted and misappropriated valuable assets of Industries 
to their own benefit, and filed delinquent, deficient, false 
and misleading reports with the Commission. 


See also Litigation Release No. 7013. 





Litigation Release No. 7119/October 14, 1975 


William D. Goldsberry, Administrator of the Chicago Re- 
gional Office, announced that on September 25, 1975 the 
Commission filed suit in the Northern District of Illinois, 
Eastern Division, against Charles H. Eldredge, Jr. an invest- 
ment adviser. 


The complaint alleges that the defendant invested in excess 
of $950,000 of clients’ funds in seven non-public compan- 
ies without disclosing to his clients the poor financial con- 
dition of these companies, his affiliation with them, and 
“commissions” or “finder’s fees” he received. In addition, 
the complaint alleges he appropriated in excess of $350,- 
000 of his clients’ funds to his own use. 


The complaint requests injunctive relief, a temporary 
freeze on defendant's personal assets, an accounting and 
disgorgemen of profits received by the defendant through 
the alleged fraud. On September 29, 1975, the Chicago 
Regional Office fiied a motion seeking a temporary freeze 
on the personal assets of defendant pending a determina- 
tion as to the issue of disgorgement. 





Litigation Release No. 7120/October 15, 1975 


UNITED STATES v. CARL POWERS, et al. 
(D. Utah CR-74-52) 


Walter Barnes, Acting Chief, Criminal Fraud Section of the 
United States Department of Justice, Ramon M. Child, 
United States Attorney for the District of Utah, and Robert 
H. Davenport, Administrator of the Denver Regional Office 
of the Securities and Exchange Commission, jointly an- 
nounced that on October 3, 1975, a federal jury in Salt 
Lake City, Utah, found Rio de Oro Mining Company, Carl 
Powers, Francis Lund and Virgil Redmond guilty on eight 
counts of an indictment charging fraud in the sale of se- 
curities of Rio de Oro Mining Company. 
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No time for sentencing has been set. 


For further information see Litigation Release Nos. 6355 
and 6363. 





Litigation Reiease No. 7121/October 15, 7975 


SEC v. ROBERT E. CLOUD 
(D. Nev., Reno Div.) 


Gerald E. Boltz, Administrator of the Los Angeles Region- 
al Office, and Leonard H. Rossen, Associate Regional Ad- 
ministrator of the San Francisco Branch Office of the Se- 
curities and Exchange Commission announced that on 
October 9, 1975, the Commission filed a Complaint in the 
U. S. District Court for the District of Nevada, Reno Divi- 
sion, naming as defendant Robert E. Cloud (“Cloud”), 
promoter of Wildhorse Mining Property (‘“Wildhorse”’), 

a purported gold mine situated in Pershing County, 
Nevada, and seeking preliminary and permanent injunc- 
tions against violations of the registration and antifraud 
provisions of the securities laws. 


The Complaint alleges that from approximately April 1974 
to at least December 1974, Cloud made statements which 
omitted material information in connection with the offer 
and sale of fractional undivided interests in mineral rights 
in Wildhorse, a purported goldmine, in regard to the in- 
tended use of the proceeds raised from Wildhorse invest- 
ors; the reimbursement of Cloud for personal expenditures; 
and Cloud’s previous injunction, which was filed in the 
District Court for the Eastern District of Texas, for viola- 
tions of the registration provisions of the Securities Act 

of 1933 in connection with Dubello Exploration Company, 
an oil and gas venture. (SEC v. Robert E. Cloud, D. Nev., 
Reno Div.). 





Litigation Release No. 7122/October 15, 1$75 


SEC v. PAN AMERICA LAND RESEARCH, INC., et al. 
(N.D. Illinois, Civil Action No. 75-C-2722) 


William D. Goldsberry, Administrator of the Chicago Re- 
gional Office of the Securities and Exchange Commission 
announced that on September 23, 1975, Judge Hubert 
Will, U. S. District Court for the Northern District of IIli- 
nois, Eastern Division, signed a Permanent Injunction 
against Pan America Land Research, Inc., an Illinois Cor- 
poration, and George E. Apostol, of Chillicothe, Missouri, 
enjoining the defendants from violating the registration 
and antifraud provisions of the federal securities laws in 
connection with the offer and sale of the common stock 
of Pan America, or any other securities. The defendants 
consented to the entry of the order of permanent injunc- 
tion without admitting or denying the allegations of the 
complaint filed by the Securities and Exchange Commis- 
sion on September 16, 1975. In its injunctive order, the 
Court specifically retained jurisdiction of the cause, for 
the purpose of granting any further relief as it may deem 
necessary or appropriate. 
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Litigation Release No. 7123/October 15, 1975 


UNITED STATES v. BEN STEELE 
(USDC, D.C. Criminal No. 75-667) 


Earl J. Silbert, U. S. Attorney for the District of Columbia, 
and Paul F. Leonard, Administrator of the Washington Re- 
gional Office of the Securities and Exchange Commission, 
announced that on September 30, 1975, a federal grand 
jury sitting in the District of Columbia returned a 19 count 
indictment against Ben Steele of Alexandria, Virginia, 
charging him with 15 counts of mail fraud, 3 counts of 
false pretenses and one count of offering and selling unre- 
gistered securities in the form of common stock of National 
School Lunch Company. 


The indictment specifically charges that Steele, from on or 
about February 1, 1970, to on or about May 1, 1974, in 
connection with the offer and sale of common stock of 
National School Lunch Company, represented to public 
investors, among other things, that he had invented and 
patented a freezer-oven appliance capable of revolutioniz- 
ing institutional feeding, that he had made arrangements 
to produce the freezer-oven, that the money raised from 
the sale of stock would be expended to produce the oven, 
and that Steele had signed contracts to provide 189 million 
meals to school children during the 1971-1972 school year. 
The indictmerit alleges, that, in fact, Steele had not in- 
vented or patented a freezer-oven, that no efforts had 
been made to produce the oven, that no contract had been 
entered into to provide 189 million meals to school child-}) 
ren during the 1971-1972 school year, and that Steele ‘/ 
would treat the proceeds from the stock sales as a personal 
pool of cash to be expended as he wished without authori- 
zation from stockholders or corporate officers. 





Litigation Release No. 7124/October 15, 1975 


SEC v. JAMES E. CORR III, et al. 
(Civil 75-0386 (DDC)) 


The Commission announced today that on October 10, 
1975 Judge Aubrey Robinson, Jr., U. S. District Court for 
the District of Columbia, entered a Final Judgment of 
Permanent Injunction and Other Relief permanently en- 
joining James E. Corr I! (“J. Corr’), Neica L. Corr (“N. 
Corr’), Alfred Hamilton (“Hamilton”) and Joseph Son- 
berg (““Sonberg”) from violating the anti-manipulative, 
antifraud and reporting provisions of Sections 9(a)(2), 
10(b) and 13(d) of the Securities Exchange Act of 1934 
(“Exchange Act’’) and Rules 10b-5, 13d-1 and 13d-2 there- 
under and the registration requirements of Section 5 of 
the Securities Act of 1933. The Court also permanently 
enjoined J. Corr and N. Corr from further violations of 
the margin credit regulations of Sections 7(d) and 7(f) 

of the Exchange Act and Regulations U and X thereunder 
and the provisions prohibiting matched orders in Section 
9(a)(1) of the Exchange Act. Hamilton was also perma- 












\ 








\ 


nently enjoined from further violations of Sections aan A 


and 16(a) of the Exchange Act and Rule 16a-1 thereunder. 


bia, 
Re- 


unt 


7 2 


_ 


re- 


or 
’ 





\ 


| 








The Commission’s complaint charged J. Corr, N. Corr, 
ilton, Sonberg and others with unlawfully manipu- 
ng the common stock of American Agronomics Cor- 
ation (“AA”) from 1-1/2 to 18-3/8 during the last quar- 
ter of 1974 while they accumulated approximately 58% of 
the outstanding stock of AA with funds wrongfully obtain- 
ed from a St. Petersburg, Florida bank and through the use 
of excess credit. According to the Final Judgment, the 
Corrs, Hamilton and Sonberg must grant an irrevocable 
proxy covering such stock for a five-year period to an in- 
dependent proxy holder who may vote the proxies in his 
absolute discretion. The Court also ordered disgorgement 
of any profits that may be made in connection with de- 
fendants’ transactions in AA stock to persons who may 
be awarded monetary relief against the Corrs, Hamilton 
or Sonberg in any related private actions. The Final Judg- 
ment also bars the defendants from further purchases of 
AA stock. 


The judgments were entered with the consent of the de- 
fendants who neither admitted nor denied the allegations 
contained in the Commission’s complaint. 


Se Litigation Release Nos. 6794 and 7025. 





Litigation Release No. 7125/October 16, 1975 
SEC v. NATIONAL PETROLEUM, INC., et al. 


: Dratc M. Hewitt, Administrator of the Fort Worth Re- 


‘Anal Office of the Securities and Exchange Commission, 
day announced the filing of a civil injunctive complaint 
on October 9, 1975, in Federal District Court at Oklahoma 
City, Oklahoma, against National Petroleum, Inc., Bill 
Eugene Sidnwell and Herbert R. Sidwell, all of Oklahoma 
City. 


The Complaint alleges violations of the antifraud provisions 
of the federal securities laws in connection with the offer 
and sale of fractional undivided working interests in gas 
leases located in Osage County, Oklahoma, issued by Na- 
tional Petroleum, Inc. 


The Complaint further alleges that in connection with the 
offer and sale of fractional undivided working interests 

in gas leases issued by National Petroleum, Inc., Bill Eugene 
Sidwell and Herbert R. Sidwell made misrepresentations of 
material facts concerning, among other things, the tax ad- 
vantages of investments with National Petroleum, Inc., the 
income to be anticipated from a well and the success ratio 
of National Petroleum, Inc. in producing gas from the wells 
in commercial amounts. 





Litigation Release No. 7126/October 16, 1975 


SEC v. SILENUS CORPORATION, et al. 
(SDNY 75 Civ. 4423 (LFM)) 


Wiam D. Moran, Administrator of the New York Region- 


« Office of the Securities and Exchange Commission (“‘Com- 





mission’’), announced today that the Honorable Lloyd F. 
MacMahon, Judge of the U. S. District Court for the 
Southern District of New York (SDNY) entered Consent 
Judgments of Permanent Injunction on October 2, 1975 
against John R. Maher (‘Maher’) and John R. Maher As- 
sociates (“JRM Assoc.”’). Maher, who resides in Larch- 
mont, New York, and JRM Assoc., previously located in 
New York, New York, are enjoined from further violations 
of the registration provisions of the Securities Act of 1933 
(“Securities Act’’), the antifraud provisions of the Securi- 
ties Act and the Securities Exchange Act of 1934 (“Ex- 
change Act”) and the over-the-counter provisions of the 
Exchange Act. Maher and JRM Assoc. consented to the 
injunction without admitting or denying the allegations 

of the Commission’s Complaint. Other remaining defend- 
ants include: Silenus Corporation, Michael Burnett a/k/a 
Michael Raymond, Robert Johnstone a/k/a Bobby Dell, 
Max Bussard and Stanley Sinclair. The Commission’s 
Complaint was filed on September 9, 1975. 


Maher and JRM Assoc. made the primary and most active 
market in Silenus Corporation stock and, in doing so, 
were charged with violating the registration, antifraud 
and over-the-counter provisions of the federal securities 
laws. 


For further information see Securities Exchange Act Re- 
lease No. 10699. 








TRUST INDENTURE ACT 





TRUST INDENTURE ACT OF 1939 
Release No. 413/October 16, 1975 


The Securities and Exchange Commission has issued an 
order under the Trust Indenture Act (“Act”) an application 
of Tri-South Mortgage Investors (the ‘’Trust’’) that the 
trusteeship of United States Trust Company of New York 
under two indentures of the Trust is not so likely to involve 
a material conflict of interest or to make it necessary to dis- 
qualify United States Trust Company of New York from 
acting as Trustee. 








ACCOUNTING SERIES 





Release No. 178/October 9, 1975 


See Securities Act of 1933 Release No. 5625/October 9, 
1975. 





Release No. 179/October 15, 1975 


See Securities Act of 1933 Release No. 5628/October 15, 
1975. 
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